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Denuclearization of 
North Korea and 
Improvement in 
Inter-Korean Relations 

I n commemoration of the 70th anniversary 
of national liberation, both South and North 
Korean leaders gave New Year’s addresses signaling better inter-Korean rela- 
tions. However, they are not taking any speeifie aetions for fenee mending, 
while mentioning the neeessity of bilateral talks. Under the eireumstanees, 
Washington is poised to strengthen its pressure on the North for human rights 
issues and the reeent haeking of Sony Pietures. In response, Pyongyang is 
blaming the U.S. for hindering the improvement of inter-Korean relations. 

The U.S. State Department reeently repeated its position in support of 
sueh talks, adding that the dialogue will be an opportunity for returning the 
North to truthful and reliable negotiations about the denuelearization of the 
Korean Peninsula. The remarks imply that the U.S. supports better North- 
South relations only on the eondition that denuelearization is given the top 
priority during the talks. President Park Geun-hye’s mentioning of the issue 
at the head of her New Year’s speeeh has to do with Washington's stanee. 

Although both Seoul and Washington agree upon the basie prineiple of 
a virtuous eyele between improved relations and denuelearization, they are 
likely to balk at an approaeh that foeuses more on the improvement of rela- 
tions than on denuelearization. In eontrast. North Korea is unlikely to aeeept 
an approaeh giving priority to denuelearization. In any ease, the paee of the 
improvement eannot but be limited. 

In his New Year’s address. North Korean leader Kim Jong-un ealled for 
the joint military exereise between South Korea and the U.S. to be stopped, 
without mentioning the denuelearization issue at all. In addition. North 
Korea’s representatives to the United Nations reeently suggested a temporary 
and simultaneous stop of the military exereise and its nuelear experiments, 
while ealling for direet talks with the U.S. However, the U.S. responded 
negatively to the request. Aeeording to Washington, the North is just trying 
to avoid the denuelearization issue and international sanetions with sueh ges- 
tures. In short, what matters is the sineerity of North Korea in trying to mend 
bilateral relations. 

Therefore, the progress of the relations eannot but depend on the will 
of the Park Geun-hye administration, its eapabilities of poliey eoordination 
with the U.S. based on their key mutual interests, and North Korea’s attitude 
ehange eoneerning the nuelear issue. This poses a strategie flexibility ehal- 
lenge to the South Korean government. 





Park Jung-hwan, 

Publisher & Editor-in-Chief 
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G lobal ICT manufacturers and ser- 
vice providers are expected to start 
fierce competition for dominance in the 
Internet of Things (loT) operating system 
(OS) market, which has been in the lime- 
light since 2014. ICT giants, Microsoft, 
Qualcomm, Intel, Cisco, and the three 
smartphone rivals of Samsung, Google, 
and Apple, have all joined the competition 
with their own strategies and products. 

Microsoft showed off the features 
of Windows 10, the new OS for loT, at 
CES 2015 in Las Vegas from Jan. 6 to 
9. Windows 10 has reportedly expanded 
and improved its loT features, and clearly 
shows its future plans to compete in the 
loT OS market. 

Qualcomm and Intel, the world leader 
in mobile application processors (APs) 
and semiconductors, respectively, have 
also set their sights on an loT OS, and 
introduced their new loT OS early this 
year to take the crown from smartphone 
giants. 



The competition among smartphone 
giants will get stiffen Google is work- 
ing to build an Android ecosystem in the 
smart home loT market, and will intro- 
duce its Android TV with SONY, Sharp, 
and Philips at CES 2015. Samsung is also 
switching applications and features of its 
own OS Tizen from smartphones to loT. 

In the meantime, Apple is setting its 
own strategy to tackle the market. The 
company will introduce a variety of con- 
vergence platforms such as the connected- 
car platform CarPlay and the near field 
communications-based information shar- 
ing platform iBeacon along with iWatch. 

Samsung, LG Showcase Their 
loT Initiatives at CES 201 5 

Under the circumstances, Samsung 
and LG Electronics introduced the limit- 
less possibilities of the Internet of Things 
(loT), showing their specialized technol- 
ogy and vision prior to CES 2015. 



Samsung is planning to make a 
US$100 million investment in support- 
ing loT developers this year, and to build 
the foundation of services that connect its 
TVs and all kinds of its products to loT 
platforms by 2017 and 2020, respectively. 

“The loT can protect people according 
to their needs and conditions, and enrich 
their lives. Furthermore, it is the source of 
boundless possibilities that can change the 
society and economy of countries,” said 
Yoon Boo-keun, head of the consumer 
electronics (CE) division at Samsung, at 
a press conference in Las Vegas on Jan. 5 
(local time). 

Yoon introduced gesture recogni- 
tion sensors, micro olfactory sensors that 
can detect 20 types of smell, and embed- 
ded Package On Package that integrates 
mobile application processors, DRAM, 
and NAND flash. 

“The loT has unbounded possibilities, 
but it is not compatible with all kinds of 
platforms. Moreover, it cannot help Indus- 
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tries cooperate with each other, either. 
These are big barriers to the arrival of the 
loT era,” stressed Jeremy Rifkin at the 
event. 

Related to this issue, Yoon remarked, 
“To realize the true value of the loT, there 
should be no barriers between different 
devices and platforms.” He added, “Sam- 
sung's loT technology and products are 
based on openness, and our acquisition of 
open-source platform provider SmartTh- 
ings last year is part of this strategy.” 

SmartThings CEO Alex Hawkin- 
son said, “After we started to cooperate 
with Samsung Electronics in August of 
last year, the number of developers in col- 
laboration with SmartThings has doubled 
just in four months.” He added, “We are 
actively seeking open business partner- 
ships, as shown by our efforts to develop 
new loT services through our partnership 
with Philips and Netgear.” 

Yoon Boo-keun, CEO of the Con- 
sumer Electronics division of Samsung, 



speaks about the Internet of Things at his 
keynote speech at CES 2015. 

LG, on the other hand, showcased the 
WebOS 2.0 platform and Wellness plat- 
form at the same day. 

“LG will lead the loT market through 
open strategies, including our efforts to 
differentiate loT platforms, strengthen 
connectivity between devices, and expand 
the loT ecosystem,” said Ahn Seung- 
kwon, chief technology officer at LG. 

The WebOS 2.0 platform, an upgraded 
version of WebOS, is designed for smart 
TVs. In consideration of consumers' use 
patterns, the new platform provides more 
intuitive and convenient user experiences. 
In addition, half as much time is needed 
than existing ones to load the home screen 
and change into the app screen. 

The Korean tech giant is planning 
to use the WebOS 2.0 platform for B2B 
products like TVs for hotels and digital 
signage, and expand to loT platforms in 
the future. 



The Wellness platform can manage 
people's health and living environments 
by syncing with smartphones, wear- 
able devices, and household appliances 
equipped with LG's bio-signal analysis 
technologies. It can control surrounding 
devices such as air purifiers and air con- 
ditioners by analyzing various types of 
information on about a user's body, includ- 
ing their sleep habits and the number of 
their heartbeats. 

LG also unveiled automotive infotain- 
ment systems and solutions that connect 
smartphones or wearable devices in real 
time. 

On top of that, the company is 
going to strengthen its cooperation with 
oneM2M, a consultative body for loT 
standards, and AllSeen Alliance's loT plat- 
form AllJoyn to make its products more 
compatible with devices produced by 
other companies. 

Ahn also revealed the company's plan 
to expand the loT ecosystem. He said. 
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Yoon Boo-keun, CEO of the Consumer ElectroniG division of Samsung, speaks about the Internet of Things at his keynote speech at CES 2015. 



“LG will cooperate with major smart 
home serviee providers and leontrol Net- 
works, whieh speeializes in eertifying 
remote eontrol teehnologies. And we will 
eontinue to expand serviees that eonneet 
HomeChat.” 

Independence from Google's 
Android OS 

As Samsung and LG Eleetronies are 
strengthening strategies for the Internet of 
Things (loT), they are aetively seeking to 
reduee their relianee on Google's Android 
Wear, a wearable version of Google's 
Android operating system (OS). 

Aeeording to industry sourees on 
Jan. 11, Samsung Eleetronies is going to 
unveil its new Tizen OS-powered smart 
watehes at MWC 2015 to be held in Bar- 
eelona, Spain in Mareh. After releasing its 
first Android Wear-enabled smart watehes 
ealled the Galaxy Gear and Gear Live, it 
used Tizen OS in the following models 



sueh as the Gear 2 and Gear S. 

LG, whieh reeeived a lot of attention 
in the wearable deviee industry as a leader 
of Google's Android OS, showeased its 
own webOS-based smart watehes at CES 
2015. The new model has the same design 
as the Android Wear-powered smart wateh 
named the G Wateh R. The Korean teeh 
eompany explained that it was made to 
demonstrate that it ean syne with Audi 
ears. Thus, the release date for the model 
is uneertain. However, some overseas 
media outlets reported that LG is expeeted 
to launeh the webOS-based smart wateh 
next year. 

Google is aggressively seeking to 
expand the eeosystem for its wearable 
software with the introduetion of the 
Android Wear last year, while mobile 
deviee manufaeturers appear to foeus 
on the development of their own OS for 
wearable deviees. 

In the past, their efforts to develop 
their own OS were aimed at lessening 



their serious dependenee on Google's 
Android OS and seeuring their eompetive- 
ness in mobile platforms. Currently, their 
endeavor ean be interpreted as their inten- 
tion to speed up the expansion of their 
own OS so that they ean dominate the loT 
market. 

In faet, Samsung and LG debuted their 
Tizen and webOS-based loT teehnologies 
at CES 2015. Both of them revealed TVs 
equipped with their own OS, and showed 
loT visions through teehnologies for ears, 
eonsumer eleetronies, and healtheare, 
whieh ean be eontrolled by mobile deviees 
fitted with their own OS. 

Industry analysts are saying that as the 
two teeh giants are eited as two pillars of 
the home applianee industry, their reeent 
move ean be interpreted as their despera- 
tion to survive by eseaping from their 
dependenee on mobile OS and reelaiming 
market dominanee of software platforms 
in the loT era. 0 
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North Gyeongsang Province 

Preparing for Upcoming East Sea Era as 
Starting Point of Eurasian Initiative 



N orth Gyeongsang Province Gover- 
nor Kim Gwan-yong, elected for the 
third time in the June 4 local election last 
year, said that he would focus on job cre- 
ation and investment attraction throughout 
this year. 

“In the province, a total of 6.3243 
trillion won (US$5.7401 billion) will be 
invested in social overhead capital this 
year, and 27 projects are scheduled to be 
completed or started to this end, while the 
1+1 Creative Economy Innovation Center 
will be put into operation for the develop- 
ment of future growth drivers,” he said, 
adding, “Gumi will concentrate on man- 
ufacturing, and Pohang will be the local 
hub of the energy industry, with the other 
regions in the province focusing on carbon 
fiber, 3D printing, information and com- 
munications technology, robotics, biotech, 
and water resources.” 

At the same time, the province is plan- 
ning to enhance the competitiveness of the 
agricultural sector to provide against FTAs 
with the U.S., E.U., and so on. In this con- 
text, it is going to strive to expand exports 
and enhance quality, while working on 
better distribution systems in step with the 
central government’s trade profit sharing 
scheme and country of origin system. 

Provincial Government Relocation 
and New Development Strategies 

“This year, the relocation of the pro- 
vincial government building is com- 
pleted, and I hope this will accelerate 
the development of the northern part of 
North Gyeongsang Province, which has 
been less developed than Daegu, Gumi, or 
Pohang,” he mentioned, continuing, “The 
relocation will form a creative economic 
zone with nearby Sejong City with more 
inter-regional traffic networks established 
this year.” The new provincial government 
building has adopted a classical archi- 
tectural style, and 700 tile-roofed houses 










were built around the building to add to 
the traditional beauty. 

The provincial government has 
changed its regional development policy 
in view of the relocation. It has divided 
the province into the northern. East Sea, 
western, and southern parts, and prepared 
development strategies allowing for their 
regional characteristics. 

The northern part, home to the new 
provincial government, is slated to func- 
tion as the linchpin of biotechnology and 
culture. The Vaccine Cluster and the Bio 
Green Valley are set up, and the cultural 
tourism industry is promoted by projects 
like the Silgyeong Musical, traditional 
houses, and Baekdudaegan Train. 

An ocean industry zone is being built 
in the East Sea region with the Nuclear, 
Accelerator, and National Resources 
Development Clusters linked to each other 
for the development of high technology 
and energy technology. The Yeongilman 



Port is scheduled to be developed as the 
hub of marine transportation and logistics 
business to prepare for the development of 
the North Pole Route and the Eurasia Era. 

The Smart Convergence Belt is 
housed in the western region so that the 
existing industries can be combined with 
information and communications tech- 
nology in the Convergence Carbon Fiber 
Molding Cluster, Water Industry Valley, 
and 3D Convergence Industry Valley. The 
North Provincial Creative Economy Inno- 
vation Center is planned to be located in 
Gumi City for manufacturing innovation 
and closer collaboration with the Samsung 
Group. 

The southern part is concentrating 
on creative knowledge and services. For 
example, Gyeongsan is to be developed as 
a knowledge industry valley of construc- 
tion machinery and auto parts manufactur- 
ers, while Yeongcheon focuses on the avi- 
ation industry with Boeing’s MRO facility 
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located in the eity. 

East Sea, Starting Point of Eurasia 
Initiative 

The development of the East Sea 
region is part of the Park Geun-hye 



tute, and many more so that the provinee 
ean be the eenter of Korea’s leading role 
in Eurasia. 

In this eontext, the provinee is going 
to turn the eentral and southern seetions of 
the railway in the region into the starting 
point of the Silk Road Express (SRX). It 




administration’s Eurasia Initiative poliey 
for more aetive trade in the Eurasian eon- 
tinent and growth of the region in prepara- 
tion for inter-Korean reunifieation. 

North Gyeongsang Provinee 
and the East Sea ean be eompared to the 
geopolitieal pivot of the government’s 
northward poliey. On Nov. 29 last year, 
approximately 40,000 tons of bituminous 
eoal arrived at the Yeongilman Port from 
Russia via the Rajin Port in North Korea 
as a part of the Rajin-Khasan Projeet. The 
northeastern region of Russia is rieh with 
energy and mineral resourees, and more 
than 600 million tons of elathrate hydrate 
is estimated to be buried there, whieh is 
equivalent to the amount Korea ean use 
for 30 years. The eentral and provineial 
governments are planning to put more of 
it to eommereial use while establishing an 
R&D zone of an Aeeelerator Cluster, Sei- 
enee Belt, National Resourees Develop- 
ment Cluster, Marine Bio Researeh Insti- 



will form a foothold for the eontinent in 
and around the Yeongilman Bay in eon- 
neetion with the expressways between 
Ulsan and Pohang and between Pohang 
and Yeongdeok, whieh are seheduled to 
be eompleted and break ground this year, 
respeetively. 

Convergence of Confucianism 
and Heritage of Shilla and Gaya 
Kingdoms 

Regarding the eultural poliey of the 
eentral government. North Gyeongsang 
Provinee eombines the legaey of the Shil- 
la Kingdom, Confueianism, and the eul- 
ture of Gaya with eaeh other. To this end, 
royal palaees of the Shilla Kingdom are 
to be restored in and around Gyeongju, 
while the history of the kingdom is to be 
eompiled. In Andong and Yeongju, the 
21st Century Humanistie Value Forum 
is planned to take plaee along with the 



World Classieal Seholar Culture Park. The 
eultural heritage of Gaya is to be restored 
in Goryeong and Seongju, and the Great 
Gaya Aneient Tomb Site is expeeted to 
beeome a UNESCO World Heritage site. 

Cultural infrastrueture is going to be 
expanded, with the foeus shifting from 
hardware to software. The infrastrueture 
will be eombined with the tourism and 
digital eontent industries so that tourism 
in the provinee ean be further developed 
from simpler sightseeing to hands-on and 
leisure-eentered tourism utilizing eultural 
and historieal resourees. 

The provinee is hosting the Silk Road 
Grand Cultural Festival, too. Last year, 30 
eountries were invited for the 59-day pro- 
gram that eontinued from Aug. 21 to Get. 
18. Also, the Istanbul- Gyeongju Culture 
Expo and the Istanbul in Gyeongju event 
were held with great sueeess to shed new 
light on the history and eulture of Shilla. 

The provinee governor has eonsistent- 
ly put an emphasis on the soul and spir- 
it of North Gyeongsang Provinee. “The 
provinee has been the souree of the Hwa- 
rangdo, Seonbi eulture, patriotism, and the 
Saemaeul Movement, and eherished the 
national spirit of all of Korea through his- 
tory,” he remarked, adding, “The proud 
legaey will be valuable soeial assets and 
the identity of the region.” 

He has striven to taekle the regional 
eonfliet between Gyeongsang and Jeol- 
la Provinees as well. He and many oth- 
ers have urged politieians to eradieate the 
problem beeause it is them that eaused 
the problem at first. Their eall has been 
answered by the 26 lawmakers in the 
provinees who launehed the East- West 
Forum in Dee. 2013 and visited the birth- 
plaees of former Presidents Kim Dae- 
jung and Park Jung-hee. Also, the heads 
of the four loeal governments diseussed 
the issue in earnest at the Grand Diseus- 
sion for Yeongnam and Honam on Nov. 5 
last year. “I am sure that eooperation and 
mutual prosperity will be further boosted 
with time,” he mentioned, eontinuing, “I 
hope the regions will work more elosely 
together to eounterbalanee the expan- 
sion of the metropolitan area and provide 
against the reunifieation of both Koreas.” 





NATIONAL > NORTH KOREA 



Seoul, Pyongyang 
Agreeing to Mend 
Fences? 









A S North 
Korea is 
showing hope 
for the reeoneili- 
ation of inter-Korean rela- 
tions, it is beeoming notieeable 
whether the infaretion between North and 
South Koreas might ease this year, whieh 
marks the 70th anniversary of national 
liberation and the 70th year of the divi- 
sion of the Korean peninsula. Close atten- 
tion is being paid to what effeet the his- 
torieal signifieanee will have on the pos- 
sibility of inter-Korean dialogue. 

North Korean expeetations have been 
revealed through remarks made by Kim 
Yang-Gon, North Korean Seeretary of 
United Front Department and Seeretary 
in Charge of South Korean Affairs, who 
is empowered with general direetion over 
South Korean poliees of North Korea. 

Former South Korean eulture minis- 
ter Kim Sung-Jae told that seeretary Kim 
showed the response that they “under- 
stand” the “sineerity” expressed by the 
Park Geun-Hye administration in regards 
to remediating the inter Korean relations, 
during their meeting held in Kaesong on 
Dee.24. 

The posture is quite different from 
the reprimanding attitudes maintained by 
North Korea so far against South Korean 
government’s northern polieies, sueh as 
the idea of “unifieation as a Jaekpot,” the 
Dresden initiative and the trust-building 
proeess on Korean peninsula, whieh were 
regarded by North Korea to be sehemes 
of regime eonfrontation aimed towards 
absorbing unifieation. 

Remarkable is that seeretary Kim 
did not direetly mention on diseontinu- 
ing seattering leaflets into North Korea, 
the issue whieh North Korea elaimed as 



a prerequi- 
site to begin 
eonversation. 

North Korea 
refused to partiei- 
pate in the seeond North- 
South exeeutive eontaet with ' 
pretexts regarding leaflet 
seattering into their territories. 

It is also worth notieing 
that seeretary Kim said, “We 
would like to seek opportunities from 
issues sueh as Kumgangsan tour, the 5-24 
sanetions and reunion of the separated 
families, whieh eould turn a small alley 
into a broad pathway of understanding.” 

Under the eireumstanees, the South 
Korean government sent a telephone mes- 
sage on Dee. 29 to seeretary Kim and 
made an offer to North Korea for bilateral 
talks in January 2015. 

The timing of the offer is somewhat 
unusual. The New Year was eoming to 
an end and the New Year’s address of the 
North, whieh shows its stanee toward the 
South, was seheduled to be issued on Jan. 
1. Experts eonsider the unusual offer as 
Seoul’s desire to be more aetive in inter- 
Korean relations in the upeoming year, 
when the Park Geun-hye administration 
passes the halfway point. 

On Jan. 1, North Korean leader Kim 
Jong-un responded that there is no reason 
Pyongyang and Seoul eannot have high- 
level talks if the situation permits. “The 
bilateral relations should have a new his- 



tory based on a major shift,” he added. 

President Park Geun-hye likewise 
said late fast year" that she would put more 
effort toward peaeeful reunifieation of 
.^the Korean Peninsula with the pos- 
^sibility of a summit meeting not 
^ruled out. “I am ready to 
^^meet with Mr. Kim Jong- 
an, and Seoul is willing 
^ to help Pyongyang,” she 
mentioned at her inter- 
view with the Le Figaro | 
on Nov. 2, adding, “How- 
ever, we do not weleome a 
one-off event, beeause what 
matters is sineerity.” 

Therefore, the government 
may make a signifieant eon- 
eession to Pyongyang on the 

# eondition that the issue is prop- 
erly addressed. The eoneession 
he mentioned is eonsidered to 
inelude lifting of the May 24 
^ sanetions and resumption of the 

Mt. Kumgang tourism projeet. 
Some experts even prediet that 
the talks will lead to a summit meeting 
between the two Koreas. Both President 
Park Geun-hye and North Korea leader 
Kim Jong-un have been invited to the eer- 
emony in Russia for the 70th anniversary 
of the end of WWII seheduled for May. 
Alternatively, the two leaders may meet 
with eaeh other during the National Lib- 
eration Day eelebrations on Aug. 15. 

Expert eonsensus is that the North is 
likely to respond positively to the offer 
itself, beeause it has pursued better rela- 
tions with the South throughout this year, 
despite some provoeations. The isolation 
of the North as of late, whieh is aeeeler- 
ated due to the human rights issue and 
reeent haeking of Sony Pietures, eould aet 
positively on the situation, too. 
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The death scene of Kim Jong-un in the movie The Interview. Kim Jong-un, 
depicted here, screams as a shell hits his helicopter, incinerating him in 
slow motion to the tune of Katy Perry's song Firework. 




US President Imposes! 
Sanctioni on North 



Kore?m^ Retaliation 



for Sony Hack 



W ith the pledge of proportionate response by the United 
States regarding the reeent haeking attaek on Sony Pietures 
Entertainment eoming out after pointing out North Korea as the 
eulprit aeting behind the attaek, the North Korean eonneetion to 
the Internet stopped funetioning as of Deeember 21, suggesting 
the possibility of “eyber warfare” between the two nations. 

Aeeording to news reported by major Ameriean media inelud- 
ing the New York Times (NYT) on Dee. 22, the North Korean 
eonneetion to the Internet beeame unstable on the 19th, followed 
by the eomplete loss of eonneetion on the 22nd. 

The outbreak oeeurred right after United States President 
Baraek Obama publiely pledged a “proportional response” to 
North Korea's attaek, following an offieial announeement by the 
United States Federal Bureau of Investigation (FBI), whieh stated 
that the eyber attaek on Sony Pietures was launehed by North 
Korea. 

A day before the shutdown. North Korea spoke out through 
their announeement, “The U.S. elaims that North Korea is behind 
the haeking of Sony Pietures are without any reason at all,” threat- 
ening, “We will launeh retaliation with extreme prejudiee on the 
entire eontinent of the United States, the very stronghold of ter- 
rorism.” 

Evidenee about the haeking of Sony Pietures Entertainment, 
however, was reeently released by James Comey, direetor of the 
FBI. He said on Jan. 7 (loeal time), “In nearly every ease, used 
proxy servers to disguise where they were eoming from in send- 
ing these emails and posting these statements. But several times 
they got sloppy.” Sony Pietures was reeently haeked and the haek- 
ers attempted to prevent the release of the film about the assassi- 
nation of Kim Jong-un titled “The Interview.” 

Speaking at the international eonferenee on Cyber Seeurity 
at Fordham University in New York City, Comey said, “Several 
times, either beeause they forgot or beeause of a teehnieal prob- 
lem, they eonneeted direetly and we eould see that the IPs they 
were using ... were exelusively used by the North Koreans.” He 



eontinued by saying, “They shut it off very quiekly onee they saw 
the mistake, but not before we saw where it was eoming from.” 

Earlier, President Baraek Obama eoneluded that the North 
Korean regime is direetly involved in the eyber-attaek, and issued 
an administrative order for sanetions on North Korea on Jan. 2 
(loeal time). Experts point out that the order has politieal and dip- 
lomatie signifieanee beyond simple sanetions, in that the president 
signed it in a hurry before returning from his vaeation in Hawaii. 

Aeeording to the administrative order, the North Korean 
Reeonnaissanee General Bureau, Mining Development Trading 
Corporation, and Tangun Trading Corporation are subjeet to the 
sanetions along with 10 individuals. The president deelared that 
he would get even with the North on Dee. 19 last year. He said 
that the haeking had signifieantly affeeted his eountry and that he 
would respond proportionally to the attaek. His hard-line stanee 
implies that Washington is eonsidering the eyber attaek seriously 
and as a direet provoeation against itself 

In the meantime. North Korea has denied the aeeusation while 
pegging the U.S. as the eulprit of the reeent Internet diseonnee- 
tion in the North. “President Obama and his aides eommitted a 
erime by sereening the movie on Christmas day,” a statement 
from North Korea said. It also eompared Obama to a monkey. 

President Obama is expeeted to keep stepping up pressure 
on the North. “The administrative order is the U.S. government’s 
first aetion against North Korea,” said White House spokesperson 
Josh Earnest, implying that there will be follow-ups. Possible 
examples of the measures to eome inelude the re-designation of 
North Korea as a state sponsor of terrorism for the first time sinee 
November 2008. 

“The United States reeently deelared the normalization of 
diplomatie relations with Cuba in 53 years and is seeking to mend 
fenees with Iran,” said a politieal expert, adding, “Its tough stanee 
seems to have to do with taming the last remaining hostile eountry 
rather than simply retaliating against the North for the Sony Pie- 
tures haek.” 



NATIONAL > CYBER SECURITY 




A hacker that disclosed confidential documents two times early 
in December last year relating to atomic power stations in 
Korea threatened that 100,000 or so more documents more docu- 
ments would be handed over to other countries and that secondary 
destruction would follow unless the power plants are shut down 
by Dec. 25. The threat, however, ended in just a disturbance. 

In relation with the threat, an anonymous expert comment- 
ed, ‘Tt seems that the North is behind the curtain because the 
group, disguised as an environmental organization, has used North 
Korea-style words and tones, and is similar to the hacker group 
engaged in the June 25 cyber terror, in that it is trying to cause 
a social chaos by using the media.” “The incident at this time 
is likely to be closely associated with the cyber terrorist attack 
against Cheongwadae, the residence of the president of Korea, 
on June 25, 2013, and the recent hacking of Sony Pictures. The 
similarities include that the hacker publicized his or her hacks via 
SNS, leaked hacked data using the Pastebin website, and falsified 
the hacked website. 

It has been found in a recent investigation that the malicious 
file sample detected in Sony Pictures carried Korean- language 
content, and that the malicious file was of the same type as that 
used in the June 25 attack. “The type of file and attack are very 
similar to those concerning the recent incident, which implies that 
North Korea is engaged in the incident,” the expert mentioned. He 
added, “It seems that the hacker intelligently hid malicious code 
in the Korean-language file of the control program before sending 
it to the corporation.” 

In the meantime, an increasing number of attempts to spread 
malicious code against social infrastructure and government sys- 
tems have been detected in the second half of last year. Experts 
are warning that this could be a sign of massive cyber terrorist 
attacks, and the government has to activate full-scale security 
systems. The targets include not only government organizations 
and military facilities but also communications networks, traffic 
control systems, power plants and grids, and medical institutions. 

As such, the Ministry of Science, ICT and Future Planning 
(MSIP) and the Korea Internet & Security Agency announced 
that they would keep strengthening their cyber security systems 



throughout this year against advanced persistent threats (APT), 
and mobile and Internet banking fraud in the form of smishing 
and the like, and increasing security threats concerning the Inter- 
net of Things (loT). 

“This year, malicious code is likely to take advantage of more 
channels, including e-mails and SNS, to turn more computers into 
zombie PCs within a shorter period of time,” they predicted, add- 
ing, “At the same time, loT security threats are becoming a reality 
as loT environments are set up and routers, home CCTV systems, 
and the like are exposed to the possibility of security breach.” 

In addition, attacks targeting domain name services are 
expected to continue when it comes to DDoS, and those aiming to 
cause system overload by multiple packet transmissions are pre- 
dicted to become more and more frequent. 

“Stricter standards are required for routers, home appliances, 
and so on in order to provide against the possibility,” a representa- 
tive from the ministry remarked, continuing, “Manufacturers will 
have to take information security into account from the very first 
steps of product planning and design.” 

Furthermore, government organizations such as the MSIP, the 
National Intelligence Service (NIS), and the Ministry of National 
Defense are looking into national IT infrastructure to check how 
prepared it is against cyber attacks and data breaches. In total, 292 
items will be inspected, including traffic and energy control sys- 
tems, information and communications networks, and government 
information services. 

The NIS is going to be in charge of investigating government 
and public facilities. It is planning to focus on protection against 
cyber-terrorism in view of the recent attacks on the Korea Hydro 
& Nuclear Power Corporation. 

The MSIP will organize inspection teams with experts in the 
private sector to cover 99 information and communications facili- 
ties in it, like data centers, shopping malls, mobile carriers, and 
portal sites. 

The government is going to thoroughly and comprehensively 
examine the technical, physical and administrative security sys- 
tems of the infrastructure elements, and advise immediate action 
if necessary to shore up its around-the-clock monitoring system. 
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Largest Vietnam Investor 




South Korea Became Larget Foreign 
Investor by Investing US$7.3 Billion in 



S outh Korea became the largest foreign investor in Vietnam in 
2014, beating Japan. 

The Vietnamese Ministry of Planning and Investment reported 
on Dec. 27 that a total of foreign direct investment (FDI) worth 
US$20.23 billion was made this year in 54 provinces and cities 
in Vietnam. This figure is 19 percent higher than the initial FDI 
attraction goal. 

By country, South Korea invested US$7.32 billion, ranking 
first place by accounting for 36.2 percent of the total FDI from 60 
countries, followed by Hong Kong with US$3 billion and Singa- 
pore with US$2.79 billion. 

In particular, the Vietnamese investment by Singapore 
includes investment by Samsung's Singapore subsidiary, so the 
FDI by South Korean companies is estimated to be much larger 
than the official statistics. 

Japan, which ranked first in Vietnamese investment last year, 
moved to fourth place. 

By field, manufacturing and processing got a US$14.49 bil- 
lion investment, accounting for 71.6 percent of the total FDI, fol- 
lowed by US$2.54 billion for real estate and US$1.05 billion for 
construction. 

By region, Thai Ngueyn, which attracted the world's biggest 
mobile phone production facility of Samsung Electronics, record- 
ed the largest FDI attraction of US$3.35 billion. 

The Southern economic capital city Ho Chi Minh, which 
ranked first place by attracting US$3.1 billion investment in the 
previous year, was pushed to the second. 

Exports by foreign investment companies amounted to 



US$101.59 billion, which was 68 percent of the total Vietnamese 
exports, leading Vietnamese economic growth. 

Meanwhile, the Bank of Korea and the Financial Services 
Commission announced that real-time remittances are available 
between Korea and Vietnam from Dec. 15 last year. The service 
will be provided by KB Kookmin Bank, Korea Exchange Bank, 
Woori Bank, NH Nonghyup Bank, Hana Bank, Jeonbuk Bank, 
and Jeju Bank. 

The new service takes the place of SWIFT, which can be 
used in most banks around the world, but takes a couple of days 
until remittance receipt. SWIFT is also prone to remittance fail- 
ures caused by mistyping information, and it is not easy to check 
whether or not the remittance is received. Wire transfer service 
providers such as Western Union and Money Gram provide real- 
time services, but the fees are high, and real-time remittance 
checks are not available in most cases. 

However, the new service that uses a cross-border pay- 
ment and settlement system network allows real-time remittance 
checks and imposes lower fees. Specifically, the fee for sending 
US$3,000 to Vietnam is 46,000 won (US$41.85) via SWIFT, 
84,000 won (US$76.39) for wire transfers, but only 36,000 won 
(US$32.65) maximum for the new service. 

Only U.S. dollar remittances are available for now, and the 
maximum amount of a single remittance is US$5,000. The finan- 
cial authorities are planning to raise the limit while applying the 
system to other currencies such as Chinese yuan, Japanese yen, 
and those of Asia Payment Network (APN) countries like the 
Philippines, Malaysia, Indonesia, Thailand, and Australia. 
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Model Area of Deregulation 



QFEZ Aims to be Deregulated Outpost 




Yoo Jeong-bok, mayor of Incheon Metropolitan City, delivers his 
New Year's address at the "2015 Incheon Metropolitan City's Kick-off 
Meeting," which was held at Incheon Culture & Arts Center on Feb. 2. 

T he Incheon Free Economic Zone 
(IFEZ) has decided to focus its full 
attention on efforts at being designated 
as a “deregulation demonstration zone” 
both last year and this year. Also, with the 
goal to become an outpost of the services 
industry, the IFEZ will actively seek to 
improve investment conditions for busi- 
nesses through innovative system reforms 
in the promising services industry, and 
revitalize the zone. 

Last year, the IFEZ made an out- 
standing achievement. Its foreign direct 
investment (FDI) stood at US$1,714 bil- 
lion (1.87 trillion won) last year, reaching 
an aggregate amount of US$6,769 billion 
(7.38 trillion won). The figure accounted 
for 95.7 percent of the total FDI amount 
of US$1.79 billion (1.95 trillion won) 
in the 8 free economic zones of Korea. 
Compared with the nation’s overall FDI 
amount of US$19,003 billion (20.72 tril- 
lion won), it accounted for 9 percent, a 2.5 
percent increase from 6.5 percent in 2013. 
All this means that the IFEZ has been a 
principal force in the advancement of not 
only Incheon but also Korea last year. 



Daewoo International, one of the 
world’s leading companies, decided to 
move its headquarters to Songdo Interna- 
tional City. Other large companies, includ- 
ing ADT Caps, POSCO Engineering, and 
POSCO A&C also scrambled to move to 
Songdo. Moreover, as the University of 
Utah from the U.S. and Ghent Universi- 
ty of Belgium opened their campuses in 
Songdo, it is becoming a global hub for 
education. 

Yeongjong Island and Cheongna Inter- 
national City, which showed a slower 
pace of development than Songdo, also 
picked up momentum in development last 
year. Yeongjong Island is the first FEZ to 
receive approval for the development of 
a foreigner-only casino complex from the 
Ministry of Culture, Sports and Tourism. 
The casino proposal was made by LOCZ 
Korea, a consortium of China’s Lippo 
Group and Caesars Entertainment of the 
United States. The island also strength- 
ened the foundation for full-scale devel- 
opment by beginning the construction of 
Paradise City and getting an investment 
letter of intent (LOI) from Chow Tai 
Fook Enterprises Limited (CTF), one of 
the four largest conglomerates in Hong 
Kong. Moreover, in Cheongna Interna- 
tional City, Hana Financial Group held a 
groundbreaking ceremony for building the 
Hana Finance Town. Also, it will be the 
IFEZ which pushes for the construction of 
the City Tower, a landmark of Cheongna, 



after long struggles. 

This year, the conditions to attract 
investment from companies are unfavor- 
able, since the outflow of domestic capital 
into overseas markets has accelerated due 
to the increase in overseas direct invest- 
ment from domestic companies. However, 
the government’s strong drive for regula- 
tory reforms and its measures to strength- 
en the promising service industry are 
expected to help the region become des- 
ignated as a deregulation demonstration 
zone, and become the hub of the services 
industry, which the IFEZ is pursuing. Par- 
ticularly, the government’s deregulatory 
policies in the real estate market will be 
able to push the various development proj- 
ects of the IFEZ. 

Despite the achievements made last 
year, this year is crucial for the IFEZ. It 
could gain the momentum needed to rise 
as a new global business hub, such as 
Hong Kong or Singapore, but it could also 
become just one of the ordinary new cities 
if it doesn't make progress. 

IFEZ to Make Every Effort to 
Become Base for Creative Economy 
with Global Competitiveness 

The IFEZ thinks that it lacked the 
effort to become a deregulation demon- 
stration zone last year, which is needed 
to establish an attractive investment eco- 
system. The revision bill of the Special 




Act on Designation and Management of 
Free Eeonomie Zones, whieh is elosely 
related to the designation of the deregula- 
tions demonstration zone, was pending at 
the Trade, Industry & Energy Committee 
of the National Assembly. Also, the IFEZ 
eoneluded that it failed to respond aetively 
to system improvements for invigorating 
the IFEZ’s development and investment 
attraetion businesses. 

So with the goal of laying the founda- 
tion to be the base for the ereative eeono- 
my with global eompetitiveness, the IFEZ 
has deeided to intensify efforts this year 
to beeome the hub eity of global business, 
based on three poliey targets. It ineludes 
the establishment of an advaneed base for 
the serviees industry, the improvement of 
investment attraetiveness by ereating a top 
level investment environment, and the ere- 
ation of a Green Smart City. 

IFEZ Plans Designation as 
Deregulation Demonstration Zone 
to be Key to Growth 

The IFEZ aeeounts for O.I pereent of 
Korea’s land and 0.4 pereent of its popu- 
laee. In faet, the zone's small land mass 
and its small population make it an ideal 
plaee for the government to test out vari- 
ous deregulation projeets, whieh will lead 
the Creative Eeonomy. The IFEZ will 
make a full effort to be designated as the 
deregulation demonstration zone and be 
exempted from diverse restrietions applied 
to metropolitan areas, helping it seeure 
the nation’s new future growth engines 
and gain an innovation base to strengthen 
national eompetitiveness. 

In partieular, in order to revitalize the 
real estate investment and immigration 
system, the IFEZ will improve the system 
by lowering the investments to 500 mil- 
lion won (US$458,631.44) from the eur- 
rent level of more than 700 million won 
(US$642,084.02). This IFEZ effort for 
deregulation is brightening the outlook, 
along with the reeent remarks by Presi- 
dent Park Geun-hye at the New Year press 
eonferenee, saying “The government will 
taekle regulation issues in the metropoli- 
tan area this year.” 



IFEZ to Push for Construction of Smart 
MICE Zone and Start Construction of 
Resort Complex by LOCZ 

Also, the IFEZ will foeus on attraeting 
serviee industries and setting up a Smart 
MICE Zone as part of its efforts. MICE 
stands for Meeting, Ineentive, Conven- 
tion and Exhibition. The MICE industry 
is related with diverse businesses inelud- 
ing eonventions, but there has been little 
industrial fusion among them. The Smart 
MICE Zone aims at going eomprehensive 
from eontent and platform to networks. 
Moreover, the IFEZ will push ahead 
smoothly with the Build-Transfer-Lease 
(BTL) eonstruetion of the seeond phase 
of Songdo Convensia Convention Center, 
whieh will eontribute greatly to strengthen 
the eompetitiveness in the MICE indus- 
try, and begin the eonstruetion after seleet- 
ing a speeial purpose eompany (SPC) this 
eoming June. 

In order to reinforee the eompeti- 
tiveness of the easino resort eomplex in 
Yeongjong Island through the strategies 
of integration, eomposition, and enlarge- 
ment, LOCZ will start the eonstruetion 
of the resort eomplex in the first half 
of the year. CTF, one of the four largest 
eonglomerates in Hong Kong, will likely 
invest US$1 billion (1.09 trillion won) in 
the island. The first phase of the eonstrue- 
tion of Paradise City will start in earnest, 
and will be eompleted in June 2017. 

Songdo to Become Bio Mecca with 
World's Largest Biopharmaceutical 
Production 

With Songdo also fulfilling its role as 
the site of the forefront of bioteehnology, 
it has seeured the world’s largest eapaeity 
for the produetion of biopharmaeeutieal 
produets this year eompared with its out- 
put as a single eity. Aeeordingly, Songdo 
is pushing to beeome the hub eity of the 
bioteehnology industry in the world. It has 
the eapaeity to produee a total of 330,000 
liters of biopharmaeeutieal produets, far 
surpassing the 240,000 liters of San Fran- 
eiseo of the U.S. or 160,000 liters of Sin- 
gapore. Along with that, Songdo is estab- 
lishing its position as the Asian model of 
bio-industry in the 21st eentury, attraeting 
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eompanies of the high value added indus- 
try in advaneed eountries, whieh has high 
teehnology barriers, ineluding Sigma- 
Aldrieh of the U.S. 

Incheon City to Attract Investment for 
8 Strategic Industries 

Ineheon City will push ahead with 
a global growth base strategy for a new 
growth industry, ineluding IT and BT, 
matehing the “eight strategie industries” 
that are next-generation businesses of the 
eity. The IFEZ will also aetively attraet 
investment in the eleetrieity and eleetrie 
seetors, whieh have a high growth poten- 
tial, with the development of eeo-friendly 
and future vehieles, the semieonduetor- 
related seetor that has a eonneetion with 
the supply and demand of semieonduetors, 
and the eenter for trade with the global 
and Asia Paeifie region and the engineer- 
ing serviee faeilities. 

Along with the eonstruetion projeet 
of waterfront businesses to establish a 
water eireulation system eonneeting Song- 
do eanals to lakes, the IFEZ will ereate 
wetlands on the western seashore where 
internationally rare birds ean live, and 
strengthen its position as a global green 
eity. 

Also, in Mareh the IFEZ will start the 
eonstruetion of rail bikes, observatories, 
and sky deeks in the Seaside Park, whieh 
will be a landmark park of Yeongjong 
Island, and eomplete the eonstruetion by 
Oetober. It will also set up “Jamjin Sunset 
Observatory” in the Jamjin-Muui Bridge, 
making it a tourist attraetion. Moreover, 
Ineheon City will offer various things for 
transfer passengers to see at Ineheon Inter- 
national Airport. 

An offieial from the IFEZ said, “IFEZ 
is at a erossroads. We need to double 
our efforts to eontinue development and 
attraet investment. In order to make inno- 
vative improvements in the investment 
attraetion system and establish one-stop 
serviees, the IFEZ will aetively eooperate 
with the investment promotion ageney of 
Ineheon City, whieh was reeently set up, 
and make all-out efforts this year to vital- 
ize the eeonomy of the eity and make a 
leap forward together.” 0 
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2015 IDB-IIC Annual Meeting 

Relationship between Korea and Latin 
America Deepening 




T he annual general meeting of Inter- 
Ameriean Development Bank (IDB) 
and Inter-Ameriean Investment Corpo- 
ration (IIC) will be held at BEXCO in 
Busan City from Mareh 26 to 29 this year. 

The event is eo-hosted by the Minis- 
try of Strategy and Finanee and the Inter- 
Ameriean Development Bank (IDB). This 
meeting is the 56th Annual Meeting of 
the Board of Governors of the IDB and 
the 30th Annual Meeting of the Board 
of Governors of the Inter-Ameriean 
Investment Corporation (IIC). The Inter- 
Ameriean Development Bank (IDB) was 
launehed in 1959 in Washington D.C. in 



order to promote soeial and eeonomie 
development and eeonomie integration 
in Latin Ameriea based on eontributions 
from donor eountries. The organization 
had US$128.8 billion in eapital as of the 
end of 2013, and is planning to inerease 
the amount to US$171 billion by 2016. 

Korea joined to the IDB in 2005 fol- 
lowing Japan, whieh joined the IDB in 
1977, when it promised to provide trust 
funds of US$180 million for 10 years to 
eradieate poverty. 

The ineumbent president of the IDB is 
Mr. Luis Alberto Moreno from Columbia. 
The organization ineludes representatives 



from 28 member eountries in the eontinent 
and 20 outside of it. 

Korea was determined to be the host 
for this year at the annual meeting held in 
Calgary, Canada in Mareh 2011. In Oeto- 
ber 2012, the IDB visited Korea and ehose 
Busan as the venue two months later. 

This year’s IDB annual meeting is 
the first 2015 IDB-IIC Annual Meeting 
outside of Latin Ameriea sinee the one 
in Japan 10 years ago. Also, it will be 
the biggest Latin Ameriean eonferenee 
to eommemorate the 10th anniversary of 
Korea’s aeeession to the IDB. The Kore- 
an government is expeeting that it will 
be a eornerstone for greater eooperation 
between Korea and Latin Ameriean eoun- 
tries. 

Minister of Strategy and Finanee Choi 
Kyung-hwan reeently met with IDB Presi- 
dent Luis Alberto Moreno in Seoul and 
asked for his eooperation to that end. “We 
will try to share our eeonomie develop- 



Major Financial Organizations for Regional Development 



(Units: US$100 million) 





IDB 


ADB 


AfDB 


EBRD 
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1964 
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Luis Alberto Moreno (left), president of the Inter-American Development Bank, speaks with Choi Kyung-hwan (right), minister of Strategy and Finance of South Korea. 



merit expertise with Latin Ameriean eoun- 
tries by means of trust funding projeets, 
knowledge sharing projeets, ete.,” he 
added. “The annual meeting seheduled 
for Mareh in Busan will be an important 
venue for eloser eooperation between the 
two regions,” the IDB president said in 
response. 

To this end, the annual meeting eomes 
with a variety of events suh as the Korea- 
Latin Ameriea Business Summit and 
Knowledge Sharing Forum. These will 
lead to the ereation of valuable eeonomie 
opportunities for both Latin Ameriean and 
Korean entrepreneurs. 

Latin Ameriea is home to approxi- 
mately 600 million people, and the num- 
ber of middle-ineome households is 
inereasing at a rapid paee there, meaning 
the eontinent ean be an El Dorado for 
Korean eompanies. The middle-ineome 
elass aeeounted for 30 pereent of the pop- 



ulation in 2009, eatehing up with the ratio 
of the less privileged. Speeifieally, the 
ratio of the middle elass inereased from 
15 to 30 pereent between 2003 and 2009, 
while that of the less well-off fell from 44 
to 30 pereent. 

Latin Ameriea has greater purehasing 
power than other emerging markets. Their 
per-eapita GDP averages are US$9,700 vs. 
US$5,100. This has led to inereasing eon- 
sumption of automobiles, eonsumer elee- 
tronies, and the like. Samsung Eleetronies’ 
smartphone market share in the eontinent 
rose from 20 pereent or so to over 50 per- 
eent between 2011 and 2013. 

Korea, in the meantime, has reeorded 
a trade surplus with Latin Ameriea for 27 
eonseeutive years sinee 1987. In 2013, the 
surplus reaehed US$18 billion. 

Latin Ameriea is eharaeterized by its 
abundant natural energy resourees, growth 
potential, and business opportunities. It 



represents 44 pereent of global lithium 
produetion along with 42 pereent of eop- 
per, 14 pereent of iron ore, and 18 pereent 
of zine. Venezuela and Argentina rank 
first and third in terms of oil and shale gas 
deposits, respeetively. Eeonomie eoopera- 
tion between Korea and Latin Ameriea is 
shifting its foeus away from mineral and 
petroleum development. Cooperation is 
shifting to infrastrueture eonstruetion, 
power and energy effieieney improve- 
ment, the information and eommuniea- 
tions industry, agrieulture, bioteehnology, 
and national defense. This lines up with 
an assessment from the United Nations, 
whieh estimates that an annual average 
investment of US$55 billion is estimated 
to be required for infrastrueture develop- 
ment in Latin Ameriea by 2030. The value 
of eonstruetion orders that Korean build- 
ers have already obtained there skyroek- 
eted from US$800,000 to US$3.3 billion 
between 2003 and 2013. Also, Brazil and 
Argentina are two of the world’s top three 
soybean growing eountries, and Korea 
needs a lot of soybeans. Finally, half of 
the world’s 12 most biodiverse eountries 
are loeated in the eontinent, rieh resourees 
for Korea’s growing bioteehnology indus- 
try. 

At present, about 50,000 Koreans are 
living in Brazil, and the number amounts 
to approximately 22,000 in Argentina, 

13.000 in Guatemala, 12,000 in Mexieo, 

5.000 in Paraguay, and 28,000 elsewhere 



Korea’s Trade with and Direct Investment to Latin America 



(Units: US$100 million) 
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Source: Korea International Trade Association and Export-Import Bank of Korea. 
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in Latin America. More and more Koreans 
are doing professional jobs in mainstream 
society there. 

Since Korea’s accession to the IDB in 
2005, annual bilateral trade has increased 
from US$22 billion to US$54.7 billion 
until 2013. Korea’s direct investment in 
Latin America has gone up from US$600 
million to US$3.2 billion during the same 
period, too. 

Significance and Anticipated 
Effects 

This year’s IDB annual meeting, 
which is expected to be attended by over 
3,000 persons, is the largest Latin Ameri- 
ca-related event ever to be held in Korea. 

Anticipating that the meeting will 
create a Latin American boom in Korea, 
the Korean government is preparing vari- 
ous events and programs such as summit 
meetings, conferences, meetings between 
high-ranking government officials, and 
cultural and academic activities. 

From Korea’s perspective, Latin 
America is a highly important strategic 
market with a GDP of US$6 trillion and 
annual economic growth rate of 6 per- 
cent. Also, its per-capita GDP is as high 
as US$10,000, and rich natural resources 
guarantee high growth potential. The ratio 
of the continent’s GDP to the global total 
increased from 5.0 percent to 7.8 percent 
from 2003 to 2013. 

During the period, the ratio of trade 
with Latin America to Korea’s overall 
international trade volume expanded from 
3.6 percent to 5.1 percent as well. 

The Korean government is working 
on the creation of more business oppor- 
tunities during the occasion by means of 
business meetings, industrial exhibitions, 
business tours, and other activities. 



local subsidiary in March this year. Korea 
Exchange Bank is going to open an office 
next month. 

Mexico’s importance for them is sup- 
ported by the presence of manufacturing 
facilities of Korean companies such as 
Samsung Electronics and LG Electron- 
ics. Kia Motors is building its plant there, 
and Hyundai Motor Company recently 
announced a Mexican plant construction 
plan, too. 

Brazil is another Latin American 
country that more and more Korean banks 
are interested in these days. At present, a 
number of Korean firms are working with 
Hyundai Motor Company, POSCO E&C, 
and so on in Brazil, which shares a bor- 
der with most Latin American countries, 
and thus can be a linchpin of local busi- 
ness expansion. Wooribank opened its 
local subsidiary in Brazil six years ago. 
It is currently doing business with Kore- 
an firms in the country, but is planning to 



make use of the market as a starting point 
for its businesses in Chile, Argentina, and 
other neighboring countries. 

Korea Exchange Bank is trying to 
expand its sales network by means of 
its Chilean office opened in 2008. The 
Industrial Bank of Korea is looking to 
find its way into Latin America on a strat- 
egy partnership with Santander Bank, 
which is doing successful business in the 
continent. 

The Ministry of Trade, Industry and 
Energy also announced recently that 
it would accelerate its cooperation with 
Latin America by making use of FTAs and 
helping 2,400 domestic enterprises trade 
their products with this region. The Minis- 
try is planning to sign FTAs this year with 
the eight member countries of the Central 
American Integration System (SICA) - 
Panama, Costa Rica, El Salvador, Guate- 
mala, Nicaragua, the Dominican Republic, 
Belize, and Honduras. 



Outline of 2015 IDB-IIC Annual Meeting 

• Official Title: 201 5 IDB-IIC Annual Meeting of the Boards of Governors 

*lnter- American Development Bank (IDB): Established in 1959 for the promotion 
of economic development in Latin America 

*lnter-American Investment Corporation (IIC): Established in 1984 in the IDB 
Group for financial support of small firms 

• Period and Venue: Mar. 26 (Thu) to 29 (Sun), 2015, BEXCO Convention Center, 
Busan City 

• Attendants: Approximately 3,000 including the financial ministers and central bank 
governors of the 48 IDB member countries, high-ranking government officials, rep- 
resentatives of international organizations, entrepreneurs, and press 

• Programs: Main event Mar. 28 to 29, additional events like Korea-Latin America 
Business Forum and Knowledge Sharing Forum Mar. 26 to 27, cultural and aca- 
demic activities 

< Program Schedule > 



New Opportunities for Korean 
Businesses 

In the meantime, an increasing num- 
ber of Korean banks are focusing on Latin 
American markets. In particular, they are 
paying particular attention to Mexico as 
the passage between the Latin American 
continent and the United States. Shinhan 
Bank, which opened an office in Mexi- 
co City in 2008, is planning to set up a 
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Host City 

IDB's Annual General Meeting to Take 
Place in Busan 



T he 2015 IBD-ICC meeting will be held in Busan, Korea. 

Minister of Strategy and Finanee and Deputy Prime Minis- 
ter Choi Kyung-hwan visited Busan City in January and signed 
an MOU with Busan Metropolitan City Mayor Suh Byung-soo, 
whieh ineluded a eooperation plan for sueeessfully hosting the 
meeting. 

Requesting aetive eooperation from the eity, Choi expeeted 
that the meeting would eontribute to Busan seeking new ways to 
boost the loeal eeonomy. In response to it, Mayor Suh promised 
aetive support and eooperation for the sueeess of the meeting in 
the host eity, referring to the ITU Plenipotentiary Conferenee and 
the ASEAN-Republie of Korea Commemorative Summit, whieh 
were hosted sueeessfully in Busan last year. 

Busan is South Korea’s seeond largest metropolis after Seoul, 
with a population of approximately 3.6 million. It is the world's 
fifth busiest seaport and the eentral eity of marine logisties in 
Northeast Asia. 

Financial Hub of Northeast Asia 

Busan is beeoming a finaneial hub in Northeast Asia through 
the establishment of finaneial infrastmeture like the Busan Inter- 
national Finaneial Center (BIFC) and a derivatives R&D een- 
ter. Busan is foeusing on speeialized produets, ineluding marine 
finanee eonneeted with shipbuilding and the marine transportation 
industry in whieh Korea holds a dominant position, and deriva- 
tives finanee whieh is based on the Korea Exehange in the region. 

In 2009, Busan was designated as a finaneial hub by the een- 
tral government. There are 6 publie institutions, ineluding the 
Korea Exehange, and large finaneial institutions and faeilities, 
ineluding the Bank of Korea and Korea Teehnology Finanee Cor- 
poration, loeated in the BIFC. 

The world is also beginning to eye Busan as a finaneial hub of 
Northeast Asia. Z/Yen, a global eonsulting group in the U.K., has 
reeently stressed in a researeh paper ealled “Maritime Finaneial 
Centers” that the world needs to pay attention to Busan as a finan- 
eial eity. 

In the paper, ZA^en said, “Busan is loeated in the eenter of the 
world’s sea lanes, whieh eonneet Russia, the U.S., and China. Just 
like the world’s major port eities have developed into the eenter 
of marine finanee based on a real eeonomy, Busan possessing the 
world’s fifth eontainer seaport will beeome the world-elass eenter 
of marine finanee in no distant future.” 

In partieular, Busan ranked 28th among 83 eities that were 
subjeet to an evaluation for the Global Finaneial Centers Index 
(GFCI), published in September last year by Z/Yen. With Busan 
having ranked within the top 30 for two eonseeutive years after 




illLuC 



Nurimam APEC House in front of Gwangan Bridge, two famous landmarks in Busan. 



Mareh last year, the eity has eonfirmed its stature as a global 
finaneial eity. 

In terms of eompetitiveness, Busan is ahead of other inter- 
nationally renowned finaneial eities sueh as Paris (31st), Beijing 
(32nd), and Osaka (33rd). Also, the eity ranked 10th in the Asia- 
Paeifie region, overtaking Osaka and Beijing. Therefore, Z/Yen 
expeets that Busan will expand its stature in the world beyond the 
Asia region in the future. 

International Business Conference City 

Based on the world-elass exhibition and eonvention eenters, 
ineluding Bexeo and Nurimam, Busan has hosted important inter- 
national eonferenees, exhibitions and eonventions sueeessfully, 
ineluding the 2015 APEC Summit (20,000 partieipants), the 2010 
G20 Chaneellor’s Meeting (1,000 partieipants), the 2011 High 
Level Fomm on Aid Effeetiveness (3,000 partieipants), the 2012 
Lions Club International Convention (55,000 partieipants), the 
2014 ITU Plenipotentiary Conferenee (300,000 partieipants), and 
the 2014 ASEAN-Republie of Korea Commemorative Summit 
(3,000 partieipants). 

Aeeording to the “2013 Global Ranking of Cities Hosting 
International Meetings” report published by the Union of Interna- 
tional Assoeiations (UIA), Busan stood in 9th plaee among 1,465 
eities in 174 eountries surveyed, while grabbing the 4th spot in 
Asia. 

Busan hosted a total of 166 international meetings in 2013, 
reaehing the number four ranking in Asia following Singapore, 
Seoul, and Tokyo and making it within the top 10 in the world 
along with Paris and London. Notably, Busan is the only Asian 
eity among the top 10 eities that is not a eapital. 0 
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Economic Outlook 201 5 

Korea's GDP Expected to 
Grow 3.4% in 201 5 amid Concerns 
over Increasing Deflation 



M ost economic research institutes in 
Korea are negative about the recov- 
ery of the Korean economy for 2015. 
They are predicting that the pace of the 
recovery will be limited, with the global 
economy still mired in the current reces- 
sion. 

The plummeting oil prices as of late 
are fueling the financial volatility in oil- 
producing countries such as Russia. Chi- 
na’s economic indices are deteriorating, 
and the Federal Reserve Bank of the Unit- 
ed States has signaled an interest rate hike. 
Above all, the global economy has shown 
a less-than-expected growth of 3 percent 
or so during each of the past three years. 

The LG Economic Research Institute 
forecast in its recent report that the growth 
of the Korean economy is likely to be 
rather slow despite the low oil prices, and 
it is expected to grow 3.4 percent in 2015, 
just 0.1 percentage points higher than in 
2014. “Time will be taken until it retains a 
4 percent annual growth,” the report read, 
adding, “Those economies highly depen- 
dent on export and manufacturing will 
have to suffer more from the recession 
for a while, although countries with large 
domestic markets like the U.S. will be 
able to recover based on domestic demand 
growth in the service sector.” It contin- 
ued, “Korean exporters, in particular, will 
be increasingly challenged by Chinese 
and Japanese players during the course of 
2015, and the limited export-based income 
growth will hamper the recovery of con- 



sumption and investment.” 

The Korea Institute for Industrial 
Economics and Trade (KIET) suggested 
a GDP growth rate of 3.7 percent. Accord- 
ing to the institute, Korea’s exports are 
estimated to increase from US$578.1 bil- 
lion to US$604.3 billion between 2014 
and this year. It mentioned the gradual 
recovery of the global economy as a 
reason and added that the imports will 
increase 6 percent or so year-on-year to 
US$566.9 billion. 

“Private consumption growth for 2015 
is estimated at around 3 percent, as the 
government’s expansionary fiscal policy, 
improvement in real purchasing power 
from price stability, and increase in the 
number of employees stimulate private 
consumption,” it explained, continuing, 
“Also, the capital expenditure growth is 
expected to reach 5.5 percent, 0.2 per- 
centage points higher than in the previ- 
ous year, based on government policy and 
export growth, while construction invest- 
ment increases from 2.4 percent to 2.8 
percent thanks to the increased budget for 
SOC.” 

The POSCO Economic Research 
Institute estimated the annual growth rate 
at 3.7 percent, too. “The export growth 
rate is expected to edge up to 5.9 per- 
cent, led by the exports to the U.S., but 
the domestic consumption growth will be 
limited to less than 3 percent, with the real 
wages stagnated and household debts on 
the rise,” it pointed out. According to it. 



the Korean currency is predicted to remain 
depreciated until the first half of 2015 due 
to concerns over an upward adjustment of 
the interest rate. But the current account 
surplus will cause the won to appreciate 
in the latter half It also suggested a capital 
expenditure growth of 7 percent, which is 
not that high, considering the base effect, 
along with a construction investment 
growth of below 2 percent attributable to 
the still- struggling civil engineering sec- 
tor. 

“The trend of low growth is likely to 
continue for a while, unless Korea finds 
new growth drivers, because of structural 
factors like the decrease in the number of 
the economically active population and 
the imbalance between domestic con- 
sumption and export,” it warned, add- 
ing, “Looking into the domestic market, 
it can be found that today’s conditions 
are very similar to those of Japan during 
the start of its long-term recession, and 
household debt is snowballing for housing 
rents, whereas their real wages have yet to 
recover to a pre-crisis level.” 

It said that private consumption 
growth would be improved from a year 
ago to reach 2.9 percent and the consump- 
tion demand would be able to increase, if 
gradually, on the condition that increas- 
ing exports have a positive effect on cor- 
porate profitability and employment. The 
consumer sentiment recovery is likely to 
be led by the improving conditions in the 
housing market as well although it might 
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be affected by an interest rate hike by the 
Fed predicted for the third quarter. 

“The unemployment rate is slightly go 
down to 3.3 percent with companies’ sales 
and construction investment increasing 
and the inflation rate is estimated at 2.5 
percent on annual average amid the depre- 
ciation of the won, increase in consump- 
tion demand following a slight recovery 
of the domestic market and increase in the 
prices of services,” it predicted, pointing 
out, “These days, more and more com- 
panies are hoarding cash due to future 
uncertainties, and this has caused a slower 
growth of the domestic demand compared 
to export.” It also mentioned the structural 
factors to hinder the growth of the domes- 
tic market including the decline in the eco- 
nomically active population predicted to 
start from 2017. 

The Hyundai Economic Research 
Institute, in the meantime, said that the 
service and manufacturing sectors will 
have difficulties in increasing their out- 
puts, whereas the construction sector is 
likely to recover at a relatively fast pace. It 
also mentioned that some industries in the 
face of a structural recession will have to 
struggle for survival this year. 

The Hana Institute of Finance picked 
the depreciation of the yen, China’s con- 
centration on qualitative growth, accel- 
erating shale gas development and con- 
tinuation of the slow growth of the Korean 
economy as its four main risks for this 
year. “The domestic consumption market 



is expected to show a gradual recovery in 
2015 based on the government’s policy for 
demand stimulation, improving trade con- 
ditions, increase in asset prices, increas- 
ing number of inbound Chinese tourists, 
etc,” it explained, adding, “Nevertheless, 
the skyrocketing household debt and fast 
aging of the population have to be tackled 
first if the recovery is to be achieved.” 

Recently, the Bank of Korea adjusted 
both the GDP growth and consumer price 
inflation estimates for this year down- 
ward. Concerns are growing over the pos- 
sibility of deflation. 

The central bank lowered its GDP 
growth estimate for 2015 from 3.9 percent 
to 3.4 percent on Jan. 15. It added that the 
percentages are likely to be 3.7 percent 
and 3.3 percent for the first and second 
halves, respectively. At the same time, it 
adjusted its inflation estimate from 2.4 
percent to 1.9 percent. 

These figures are lower than those 
recently provided by the government and 
economic research institutes. In Decem- 
ber last year, the government suggested an 
annual economic growth forecast of 3.8 
percent and an inflation estimate of 2.0 
percent. The Korea Development Insti- 
tute’s predictions were 3.5 percent and 1.8 
percent each. 
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Prospects for Manufacturing and Exports 

Forecast to Be Still Sandwiched 
between China and Japan 





orea's manufacturing sector is ex^egt i^rl In particular, as inventory and shipments are in a stalled 



growth mode as of the fourth quarter of last year, a slowdown in 
economic recovery is expected. 

On the other hand, exports of services, whieh normally belong 
to the non-tradable sector, are rising, and thus services repre- 
sent an increased share of the total exports. The upward trend is 
likely to eontinue in the future. In partieular, the Korea-China 
Free Trade Agreement is projeeted to faeilitate Korean eompanies' 
entry into the Chinese market for law, eonstruetion, retail, and 
entertainment. 

Hyundai Researeh Institute prediets that the Korean manufae- 
turing seetor will eontinue to be sandwiehed between Japan and 
China. The revealed eomparative advantage of Korea, China, and 
Japan shows that the gap between Japan and Korea has slightly 
narrowed, but Korea still lags far behind Japan in eompetitive- 
ness. On the other hand, China has greatly narrowed the gap with 





AV-downward trend on the whc^ this ye^x ^ipg_taj3SS^orab1e 
factors such CQitttiiaiiHilBj|f^v^^k yen, the effects of the U.S. 
quantit^ivtffeasing policy, China's economic slowdown, the slug- 
gish Eurozone eeonomy, and geopolitieal instability. In particular, 
China is narrowing the gap with Korea in technology with a bold 
investment in research and investment to cultivate new indus- 
tries. China is also strengthening its policy to grow its IT, biotech, 
and energy industries. Therefore, there is a concern about a 
decrease in Korean products' share of the export market. 

W^More^iv^, the nation's economic recovery is likely to be slow- 
er this year, which is raising more concerns. The production rate 
is forecast to increase slightly, due to contraction in domestic 
demand and exports. In faet, m^ufacturing output rose about 5 
percent in the first half of last yearj©€ftnpared to the same period in 
2013. However, the production rate fell by 2 percent in the latter 
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As a result, Korea's 7 major items (ears, shipbuilding, maehin- 
ery, steel, IT, petroleum produets, and petroehemieals) aeeounted 
for approximately 4.7 pereent of the global export market in 2013, 
a slight inerease from the 3.4 pereent of 2000. However, China's 
share inereased dramatieally from 2.2 pereent to 11.7 pereent over 
the same period. The number for Japan was 5.3 pereent, higher 
than the figure for Korea. A deerease in the gap between Korea 
and China in teehnology is likely to aggravate the problem in 
2015. 

On top of that, a drop in priee eompetitiveness resulting from 
a weak yen is expeeted to deal a serious blow to exports. The 
won-yen exehange rate is 1,005 won per 100 yen as of January of 
2015, a 38 pereent appreeiation of the won eompared to the value 
of 1,391 in 2011. 

The institute estimates that if the exehange rate reaehes 950 
won per 100 yen this year, Korea's total exports will drop 5.8 per- 
eent. In the ease of 900 won per 100 yen, the number is likely to 
fall by 8.2 pereent. In parti eular, exports of steel, petroehemieals, 
maehinery, and IT are more likely to be greatly redueed. 

Related to this issue, an analyst at LG Eeonomie Researeh 
Institute remarked, “Amid the trade eontraetion stemming from 
global eeonomie slowdown, eompetition intensified, and won 
appreeiation eontinued to the fourth quarter of last year. In par- 
tieular, the manufaeturing seetor performed poorly.” The analyst 
added, “This year is expeeted to see inereased exports originating 
from a weak won and a reduetion in produetion eosts eaused by a 
sudden drop in oil priees. Nevertheless, the volume of global trade 
is not expeeted to inerease a lot. So, the nation's export reeovery is 
likely to be slow.” 

Proportion of Core Industries in Exports Likely to Decrease Slightly 

Aeeording to a report on the prospeet for the nation's eeon- 
in 2015 published by the Korea Institute for 
Industrial Eeonomies and Trade (KIET) in November 2014, 12 
j^jor industries (ears, shipbuilding, maehinery, steel, petroehemi- 
eals, oil refining, textiles, household applianees, IT deviees, dis- 
plays, semieonduetors, and food and beverage) are expeeted to 
make up 77.9 pereent of the total exports this year, down from , 
78.8 pereent in 2014. 

Overall exports of eore industries are likely to shrink, but out- 
bound shipments to shipbuilding and semieonduetorsr^re expeeted 
to grow more than 5 pereent. These areas are projeeted to lead 
growth in the manufaeturing seetor. In addition, exports of display 
are foreeast to show an upward trend this year, following a down- 
ward trend sinee 2012. 

Outbound shipmentiito the IT and auto industries are unlikely 
to post a large-seale inerease owing to rival eompanies' offensives 
to eounter Korean fiflms. Jn partieular, the share of imported ears 
and major IT eonsumer products in the domestie market is likely 
to rise sharply. " ^ - ... 

A differenee in the direetion of the eonstruetion and shipbuild- 
ing industries is also expeeted, after showing poor performanee. 
The expansion of orders and an inerease in the soeial overhead 
eapital budget are predieted to ereate opportunities for the eon- 



struetion seetor to eseape from a prolonged reeession. The ship- 
building industry, on the other hand, is likely to suffer heavily due 
to eontinued oversupply and the aeeeleration of great inroads into 
the global market by Chinese shipbuilders. 

China, Weak Yen, Shale Gas Threaten Korean Manufacturing Sector 

The report also prediets that fieree eompetition between Chi- 
nese and Korean manufaeturing eompanies will have a negative 
influenee on Korea's exports of major items to China, aside from 
steel, semieonduetors, and ears. The loeal textile and household 
applianee industries are expeeted to faee more intense eompetition 
from foreign eompanies this year. Competition in petroehemieals, 
maehinery, shipbuilding, oil refining, display, and IT deviees is 
likely to heat up to a eertain degree. 

With regard to exports to China, the report said, “Semieon- 
duetors and ears made by Korean firms are be differentiated from 
those manufaetured by Chinese eompanies. Korean firms are also 
ahead of Chinese eounterparts in eompetitiveness. So, exports to 
China are less likely to be affeeted.” The report also added, “Com- 
petition between Korean and Chinese eompanies for petroehemi- 
eals, maehinery, shipbuilding, oil refining, food and beverage, 
display, and IT deviees mainly with textiles and home applianees 
is expeeted to intensify in 2015. Therefore, stiff eompetition is 
likely to have a relatively huge negative effeet on exports of those 
items to China.” 

The steel and petroehemieal industries are expeeted to witness 
sluggish demand resulting from China's slow growth and deterio- 
rating profitability in exports eaused by oversupply in the North- 
east Asian market. Henee, the oil refining industry is likely to 
eontinue to show a downward trend in exports in 2015. Although 
exports of petroehemieals are projeeted to rise, eontraetion in 
produetion and demand is expeeted, arising from a deerease in 
produetion eosts. ^ 

Hana Institute of Finanee predicts that the shipbuilding, 
display, steel, oil refining, and ehemieal industries will suffe^,^- ■ 
as China has ehanged its eourse from qualitative to qualitative 
growth. Furthermore, an inerease in the produetion of shale gas 
-jbyTJ.S. eompanies will inevitably have a negative impaet on the 
loeal steel, oil refining, and ehemieal seetors. 

Related to this issue, the institute said, “Speeial attention is 
needed for the steel, oil refining, and ehemieal industries,,sinee _ 

those seetors are exposed to China risk and shale gas risk.” 

In addition, the auto, display, eleetronie eomponent, and steel , 

industries were mentioned as the ones that will hit by a weak yen. 

The institute pointed out, “The auto and display seetors are likely 
to be negatively affeeted by a rise in imports of Japanese produets. 

The eleetronie eomponent and steel industries are also expeeted 
to suffer due to Japanese eompanies' improved eompetitiveness in 
the global market.” 

TMeanwhile,_KIET antieipates that the eontinued weak yen 
will have a negative influenee on exports of oil refining and auto- 
mobiles this year. The textile, eonsumer eleetronies, shipbuilding, 
and food and beverage seetors are also likely to be affeeted by a 
weak yen to a eertain extent. © 
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Industrial Outlook for 201 5 

Special Attention Needed for Steel, 
Oil Refining, and Chemical Sectors 



ICT & Electronic 
Industry 

Due to the rise of China, 
tension is expected to con- 
tinue in the domestic elec- 
tronics industry this year. 

Closing a technology gap 
between China and Korea in 
the electronics industry is one of the factors restricting domes- 
tic products’ exports. According to data from the Korea Foreign 
Trade Association, from January to August in 2014, electronic 
exports were up only 2.1 percent from the same period a year 
earlier, while LCD exports were down 8.3 percent. However, the 
report said that the Information Technology (IT) manufacturing 
industry, which recorded 4.5 percent in export growth, is expected 
to show stronger growth than the non-IT sector manufacturing 
industry, including food and oil refining, which grew by 2.3 per- 
cent. 

Exports of the electronic electricity products, such as smart- 
phones and home appliances, might show a slight increase due 
to improving demand in advanced countries, excluding China. 
However, owing to the fierce competition with China and the 
lower unit price, only mass-produced smartphones could grow, 
while market saturation in advanced countries and a growing 
number of Chinese manufactures might slow the growth of smart- 
phones. Therefore, domestic smartphone producers appear to 
focus on improving profitability by diversifying products, includ- 
ing mass-produced smartphones, with affordable prices, rather 
than increasing the market share due to a slowdown in high-end 
product growth. 

The semiconductor industry has a bright prospect, as the serv- 
er market is growing and the demand for new applications, such 
as wearable devices, is increasing, despite market saturation in the 
computer and smartphones sectors. The memory semiconductor 
market is forecast to continue to grow, since the overall DRAM 
demand has skyrocketed, as newly-released smartphones this year 
expanded its memory storage. Also, the demand of NAND flash 
for SSD products has increased. 

The display industry, which has recorded negative growth, is 
also expected to grow by 3 percent in exports, as its supply and 
demand situation has recovered. In the LCD market, exports of 
large panels for large-screen TVs and small panels for tablets and 
computer monitors will go down by 0.4 percent and 7 percent this 
year, respectively, compared to last year. Also, it is hard to expect 



the boom in the past next year as well. 

While exports in home appliances, such as TVs, will show a 
slight decrease in the first half of the this year due to the effects of 
the World Cup and Olympics, it is expected to gradually recover 
in the second half of the year owing to the supply expansion of 
UHD and OLED TVs and the launch of quantum dot TVs. 

The Internet of Things (loT) is likely to face new opportuni- 
ties in growth. The loT refers to technology and services to inter- 
act with information, connecting humans to objects and objects to 
objects. According to Gartner, a market research institution, the 
number of devices connected to the Internet this year is expected 
to hit the 4.9 billion mark, 30 percent increased compared with the 
previous year. 

Automotive Industry 

The global auto industry 
this year is showing signs 
of a moderate recovery as 
the economy in the U.S. and 
Europe is picking up and 
China and India are expe- 
riencing steady economic 
growth. However, two factors are affecting the South Korean 
auto industry. The first is the aggressive marketing strategies of 
Japanese automobile manufacturers backed by a weak yen. The 
second is an economic slump in oil-producing countries, including 
Russia and the Middle East, from the drop in oil prices. There- 
fore, the South Korean auto industry is expected to show a slight 
increase this year based on domestic and foreign production and 
export. 

Owing to a steady increase in exports to North America, tar- 
iff reductions from the ETA, and the increasing demand of the 
replacement of cars 10 years or older, the domestic automotive 
industry this year will see a slight increase in domestic produc- 
tion, exports, and domestic demand overall. 

In particular, exports to North America until October last year 
were up 14 percent from the same period a year earlier, main- 
taining its growth. Also, with tariffs on automobiles additionally 
being reduced under the Korea-EU ETA, beginning from July 1 
last year, its exports is likely to grow drastically this year. 

According to the Ministry of Trade, Industry and Energy 
(MOTIE) and Korea Automobile Manufacturers Association 
(KAMA), the domestic production of automobiles will be up 
1.1 percent to 4.5 million units from last year due to the rise in 
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exports. Exports are likely to increase by 1.6 percent to 3.1 mil- 
lion units compared to 2014. The amount of exports will grow by 
3.2 percent to US$51.2 billion (55.17 trillion won). For produc- 
tion abroad, it is expected to be up 4.5 percent to 4.6 million units 
this year, thanks to the expansion of the production capabilities of 
existing plants last year. 

For automobile parts, despite the economic slump in emerging 
countries and the slowdown in economic growth in the European 
Union, exports are likely to increase by 1.9 percent to US$2.7 bil- 
lion (29.09 trillion won) compared with last year. This increase 
will likely be due to the growth in the automotive industry in the 
U.S. and China and effects of the FTA with major exporting coun- 
tries. 

Although overall consumer confidence shrank, domestic 
demand will hit a record high of 1.65 million units, a 2.5 percent 
increase from last year, due to the release of new cars and the 
demand of the replacement of 7 million older vehicles, the lower 
individual consumption tax, the release of eco-friendly vehicles, 
and the expansion of its support. 

Import of cars in the domestic market is highly likely to con- 
tinue to grow this year. According to the MOTIF and KAMA, 
sales of imported cars in 2015 will increase by 19.2 percent to 
250,000 units. Therefore, the domestic car industry is expected to 
struggle this year. 

Also, the trend that tightens regulations on carbon dioxide 
(C02), which is closely related to fuel efficiency, still gets a lot of 
attention. The automobile manufacturers are expected to release 
more eco-friendly vehicles, such as an electric vehicle (EV) and a 
plug-in hybrid electric vehicle (PHEV), as one of the solutions of 
the trend. Meanwhile, the popularity of compact SUVs and CUVs 
will continue to endure in 2015. 

Shipbuilding 
Industry 

With the oversupply in 
the market continuing and 
Chinese shipbuilding com- 
panies accelerating to make 
inroads into the global mar- 
ket, the shipbuilding industry 
is expected to continue to 
face considerable difficulties this year. In particular, there are 
concerns over a decrease in orders of general purpose ships and 
marine plants due to the economic recession in Europe and the 
negative effects from low oil prices. However, as a series of the 
high-priced marine plants ordered will be delivered this year and 
the cost increase of ships last year shall be reflected in sales, the 
amount of exports is likely to increase. 

Global and Chinese economic growth is expected to slow 
down. A representative from the Korea Investors Service (KIS), 
the domestic credit rating agency, said that it is hard to expect a 
demand increase in building new ships in accordance with expan- 
sion of trade volume. And, the agency expects only the general 
level of the replacement demand due to the strengthened environ- 



mental regulations. 

As oil prices have recently slumped due to fierce hegemonic 
competition in the oil market between the U.S. and Saudi Arabia, 
the order condition of marine plants, including deep-sea drilling 
facilities, is getting worse. There is also the possibility that the 
existing amount of orders will delay in delivery. Therefore, it 
would put a working capital burden on the shipbuilding industry, 
the KIS representative explained. 

The estimated orders of the top three shipbuilders this year 
are likely to be up 16 percent to between US$33.8 to 38.5 billion 
(36.44 to 41.51 trillion won) compared with last year. However, 
a triple handicap, such as a slump in the marine plants industry, 
poor results, and fierce competition, will remain in the industry. 
So, there is no change in its difficult circumstances. Hyundai 
Research Institute expects that the amount of work of the domes- 
tic shipbuilders will drop down 5 percent to 8.87 million compen- 
sated gross tonnage (CGT) this year from 9.37 CGT last year. 

In particular, Japan is increasing the investment in its ship- 
building industry, backed by the weak yen. China is improving 
its competitiveness in building general purpose ships, including 
oil tankers, bulk carriers and container ships, by accumulating its 
experience. Therefore, domestic companies will face greater dif- 
ficulties. 

However, there is also the possibility of profit improvements, 
as an order of liquefied natural gas (ENG) carriers for shale gas 
is increasing rapidly and an order of floating liquefied natural gas 
(FENG) vessels is increasing as well. Considering the fact that 
shale gas exports from the U.S. will begin in earnest from the sec- 
ond half of 2017, its orders begin in earnest from the end of 2014. 
As of the middle of October last year, the amount of shale gas 
approved in North America amounted to 4.9 million tons from the 
four projects. Accordingly, it generates the demand of 108 LGN 
carriers. Until now, 20 LGN carriers were ordered, so the rest will 
be ordered in 2015 to 2016. 

Interest in the FENG, which can reduce development costs by 
30 percent in gas production than land-based gas plants, is steadi- 
ly increasing. However, it is not as fast as expected. 

Meanwhile, the demand for eco-ships is on the increase, and 
this is where the domestic shipbuilding industry has expecta- 
tions for growth. Since the Korean shipbuilding industry outper- 
forms Chinese companies in eco-ship technology, the domestic 
shipbuilders can have competitiveness in the global shipbuilding 
industry based on its superiority in eco-ship technology. 

Steel Industry 

The Steel industry is 
expected to continue to suf- 
fer from a slump this year 
as well. The annual average 
price will decrease due to 
continuous oversupply in the 
global market. The demand 
for steel products in China, which was described as a “black hole” 
of steel and served as the market of the world, will be up within 1 








percent, a similar level of last year. Therefore, there are dark shad- 
ows on the export front. 

A Korea Ratings Corp. representative said, “There is the pos- 
sibility that there will be a slight recovery in the domestic steel 
market situation compared with 2014. However, its overall market 
is likely to remain slow.” The business in the construction indus- 
try, which is one of the most important steel-using industries, is 
picking up. But the oversupply of steel in the global market and 
fierce competition over prices between steel manufacturers are a 
drag on the growth of steel manufacturers. 

Also, since the global financial crisis, China’s market share 
in the global export market has been surging drastically, while its 
market shares of Korea and Japan have continued to decline. With 
2013 as its peak, Korea’s market share in the global market is 
showing signs of dropping. 

The World Steel Association expects that the global steel 
demand this year will be up only 2 percent to 1 .594 billion units 
from last year. The figure is somewhat different from the prospect 
announced by the Korea Iron & Steel Association (KOSA) in 
April last year. The KOSA forecast that the global steel demand in 
2015 will increase by 3.3 percent from the previous year. Consid- 
ering the fact that the global steel demand in 2013, which suffered 
from the continuous recession in the steel market, remained at 3.8 
percent, it is easy to figure out how negatively the steel industry 
views this year. 

The main reason for the lower demand prospects is China’s 
growth slowdown. The KOSA said that the demand for steel prod- 
ucts in China increased by 6.1 percent in 2013 and 1 percent in 
2014. Also, it expects that its demand in China will decrease to 
0.8 percent this year. Since Chinese steel companies are expected 
to turn to overseas markets to make up for falling demand in the 
oversupplied domestic industry, they are likely to have fiercer 
competition with Korean steel manufacturers for overseas exports. 

The domestic steel market will grow only 2 percent compared 
with last year. The stagnation of the front industries, including the 
shipbuilding and the construction industries, is one of the factors 
that diminish the demand for steel products. Even though the con- 
struction sector is starting to look up and the machinery manufac- 
turing sector is showing a slight increase, the auto manufacturing 
and the shipbuilding sectors are expected to remain at the same 
level as last year. 

For exports, there are continuing causes for concern, includ- 
ing China’s continuous expansion of supply, fierce competition 
from the weak yen, and trade regulations. However, its exports 
will grow to the 2 percent level due to the expansion of overseas 
material supply. Imports are expected to remain at the same level 
as last year. 

Hana Institute of Finance expected that the steel industry will 
face the toughest year ever, since all the risks, including the weak 
yen, a paradigm shift in the Chinese economy, and the shale gas 
expansion are concentrated on this industry. 

Machinery Industry 

The machinery industry this year is expected to be some- 



what better than last year, 
as the production, exports, 
and domestic demand are 
recovering slowly, backed by 
additional demand recovery 
in global markets such as the 
U.S. However, several risk 
factors could still limit this 
recovery trend, including the 
continued weak yen, low oil prices, and shrinking investment 
from oil-producing countries. 

The Korea Association of Machinery Industry (KOAMI) 
expects that in 2015 the production of the five machinery indus- 
tries, which are general machinery, fabricated metal, electric 
machinery, precision machinery, and transport machinery (exclud- 
ing ships), will amount to 467.4 trillion won (US$433.54 billion). 
This is an increase of 4.5 percent from last year. It also expects 
that its exports will total US$194.4 billion (209.58 trillion won), 
and imports US$107.7 billion (116.15 trillion won), which are 
an increase of 5.2 percent and 9.6 percent from last year, respec- 
tively. Its trade surplus is expected to amount to US$86.66 billion 
(93.43 trillion won), too. 

Among these industries, the production of general machinery 
is expected to reach 104.6 trillion won (US$97.02), an increase 
of 3 percent from last year, while its exports and imports will 
total US$47.48 billion (51.19 trillion won) and US$37.54 bil- 
lion (40.47 trillion won), an increase of 4.9 percent and 9.7 per- 
cent from last year, respectively. Its trade surplus is likely to be 
US$9.94 billion (10.72 trillion won). 

First, exports to advanced countries, including the U.S., 
Europe and Japan, are expected to pick up. However, if the yen 
continues to stay low, competition with Japanese products in the 
overseas market will intensify. Also, the recent plunge of inter- 
national oil prices might shrink the investment of oil-producing 
countries in the Middle East once again. 

According to a quantitative analysis from KOAMI, when 
there is no other cause of change, if the international oil price goes 
down by 20 percent, exports of general machinery will decrease 
to US$46.3 billion (49.92 trillion won) from the initial prospect 
of US$47.5 billion (51.21 trillion won). If the exchange rate of the 
yen and the dollar goes up by 20 percent, the industry's exports 
could plunge to US$42.2 billion (45.5 trillion won). 

Petrochemical 
Industry 

The domestic petro- 
chemical industry this year 
is expected to worsen due to 
three major factors. The first 
is an economic growth slow- 
down in China, the largest 
export market in the world. 

The second is a decrease in imports from an increase in the self- 
sufficiency of petrochemical products. And the third is fierce com- 
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petition over prices owing to an increase in the market share of 
products from the Middle East. However, as the price of naphtha, 
a basic raw material, is decreasing along with a drop in oil prices, 
the cost competitiveness of petrochemical products will improve. 
Also, the domestic demand and exports will see a slight increase 
from the demand recovery of the domestic front industries and the 
extension of production facilities. 

By product group, due to a delay in the demand recovery of 
front products including polyester fibers and tires, an increasing 
inventory burden accumulated from the upstream products, such 
as aromatics, and downstream products, such as synthetic materi- 
als and synthetic rubber, is likely to continue to grow in 2015. By 
contrast, the structure of supply and demand for ethylene products 
is expected to remain sound. 

As China’s self-sufficiency in petrochemical products, includ- 
ing PVC and TPA, has improved, the export of these products will 
likely decrease gradually. So exports will be down about 4 percent 
to US$46.4 billion (50.02 trillion won) from last year. During the 
second half of last year, Samsung Total and SK accomplished 
an expansion of paraxylene (PX) to a total capacity of 3 .3 mil- 
lion tons. This year, Samsung Total is increasing new facilities 
by 120,000 tons of styrene monomers (SM), while Hyosung is 
increasing by 320,000 tons of propylene. Therefore, the volume 
of exports is expected to increase by 5 percent due to the expan- 
sion of the supply capacity of all kinds of products. However, its 
amount will decrease as the unit price of exports is decreasing due 
to the lower price of raw materials from the dip in international oil 
prices. When we look at the oil price last year on a scale of 100, 
its price this year is 83. The unit price of imports will decrease 
from 910 to 747. Therefore, the unit price of exports of petro- 
chemical products will decrease from US$1,508 (1.63 million 
won) to 1,376 (1.48 million won) per ton, and the total amount of 
exports will be US$46.4 billion (50.02 trillion won). 

The main factors that affect the petrochemical business this 
year are the drop in oil prices, the economic recovery in the U.S., 
and shale gas. The weak yen will not be able to affect the domes- 
tic petrochemical industry. 

The Korea Petrochemical Industry Association said, “If the 
drop in oil prices doesn’t link to an increase in demand, it will 
have negative effects on the petrochemical industry, both in the 
short-term and the long-term. Since the decrease in oil money of 
oil producing countries, including the Middle East and Russia, 
due to falling oil prices, worsens financial conditions, the demand 
could be reduced.” 

Economic recovery in the U.S. will be an indirect positive 
factor for domestic industry. When the economy in the U.S. is in 
good shape, more production facilities will be run in China, and 
the increase in demand in China can lead to an increase in exports 
of Korean products. 

The changes that shale gas might bring should be noted. 
As the economic efficiency of shale gas is increasing due to the 
development in drilling technology, competitiveness of the pet- 
rochemical industry in the North America region is improving as 
well. 



Oil Refining 
Industry 

Last year, the oil refin- 
ing industry struggled with 
three obstacles, such as the 
decrease in refining margins, 
the drop in oil prices, and the 
drop in exchange rates. This 
year, the industry is expected 
to struggle as well due to the improvement of self-sufficiency in 
China and the Middle East, major export markets, owing to the 
expansion of refining facilities, and unstable factors, including 
the strong yen. However, if the demand for oil products increases 
from the economic recovery and refining margins stabilizes from 
stable oil prices, the oil refining business will be better to a certain 
degree. 

The Korea Institute for Industrial Economics and Trade 
(KIET) expects that the refining industry is the only sector from 
its 12 major business sectors, which will see an 0.8 percent 
decrease in exports this year from a year ago. The KIET's report 
read, “In the case of the oil refining industry, falling exports are 
inevitable, since exports of petroleum products in the U.S. have 
expanded due to oversupply in the global market, and the devel- 
opment of shale gas and the demand in the major export markets, 
China and Indonesia, have slowed down.” 

The weak yen is another factor that makes prospects this year 
uncertain. The KIET report also read, “The domestic oil refining 
sector has a high tendency to compete with Japan in terms of high 
value added items, including gasoline, diesel, and jet fuel. There- 
fore, if the weak yen continues, this could adversely affect exports 
due to weak price competitiveness.” 

As of the third quarter of last year, the combined amount of 
exports of the four oil companies, including SK Innovation (SK 
Energy), GS Caltex, S-Oil, and Hyundai Oilbank, amounted to 
56.2777 trillion won (US$52.2 billion), accounting for 56 percent 
of total sales. The figure is down 9.32 percent from 62.0616 tril- 
lion won (US$57.57 billion) during the same period a year earlier. 
It shows that the exports have been decreasing since 2012. The 
weight of exports of these oil companies is well over 50 percent of 
its total sales. If export are sluggish, it is the structure that cannot 
expect good results. 

Shinhan Investment Corp. forecast that oil refining margins 
will increase despite the drop in oil prices, saying, “The falling 
oil prices because of the recession will turn into an improvement 
in the refining margins this year. In the recession, oil prices is 
inversely proportional to refining margins. Rather, the margins 
decrease when oil prices go above a certain level.” 

Amid the prospects that its ci rcumstances this year will not be 
different, the U.S. holds the key for the recovery in the oil refining 
business. After the oil crisis, the U.S. has banned exports of crude 
oil to other countries, except for Canada, in order to secure stable 
resources in 1975. However, as the production of oil and shale gas 
is rapidly increasing, its imports of oil are decreasing drastically. 
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Key Business Terms for 201 5 

Heads of Conglomerates Emphasize 
Differentiation, Innovation in 
New Year's Addresses 

M ajor business groups such as Samsung, Hyundai Motor, SK, and LG held kick-off meetings for this year on Jan. 2. Their CEOs 
asked their employees to focus on differentiation, innovation, quality enhancement, and growth in an effort to tackle the uncertain- 
ties ahead. 

Delivering New Year’s addresses, heads of major business groups talked most about overcoming crises. Since the global financial 
crisis, they have constantly urged employees every year to have a sense of crisis and exert more efforts. However, their messages were 
even stronger this year. The messages said “We are going through the darkest tunnel since the company’s establishment” and “We need to 
secure our competitiveness to survive in extreme circumstances,” showing how strongly they feel about present circumstances. 

It is also noteworthy that the heads of the major groups rarely mentioned their future growth engines while stressing the importance 
of having a challenging spirit and thinking of innovation in order to cope with crises. As they have been struggling in an economic reces- 
sion for years, companies have continued to suffer from economic difficulties. Also, the economy doesn’t appear to be picking up. This is 
because they cannot afford to map out a future for their companies. A recent prevailing atmosphere in the business industry is to hold out 
at all costs and survive. As not only Samsung Electronics but also major Korean business groups saw a drastic plunge in profits, domestic 
companies’ confidence has faded greatly. 




SAMSUNG GROUP 



The Samsung Group held meetings by subsidiary due to the hospitalization of Chairman Lee 
Kun-hee, although the chairman had previously presided over their celebration ceremonies until last 
year. Samsung Electronics Vice Chairman Kwon Oh-hyun picked B2B transactions, software content, 
service platforms, and the Internet of Things (loT) as his company’s main growth engines for this year. 

“We need to create new demands in order to continue the growth of the B2B segment while com- 
ing up with content and services to contribute to our competitiveness in the device manufacturing 
business,” he said, adding, “At the same time, we will work on new Internet of Things business models 
like smart healthcare and smart homes to ensure future sustainability.” He also mentioned his company 
should sharpen its competitive edge in existing core businesses so as to keep flourishing in advanced 
and emerging markets alike and try to establish a creative organizational culture by such means as the 
MOSAIC, its collective intelligence system started last year. 




HYUNDAI MOTOR GROUP 



Hyundai Motor Group Chairman Chung Mong-koo suggested a global sales target of 8.2 million 
cars for this year. In 2014, the group sold 8,005,152 vehicles to become the world’s fifth automaker to 
break the eight million mark, following Toyota, Volkswagen, GM, and Renault Nissan. 

“We will build a new, 105-story company building at the KEPCO site we purchased last year. And 
the building, which will be the center of the group, will be developed into a multi-functional business 
complex and contribute to job creation during the course of construction,” he explained. He continued 
by saying, “Cooperation among the 32 plants in nine countries, six R&D institutes, dealers, and sales 
networks will be further promoted along with common growth with our business partners.” 
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SK GROUP 



The SK Group’s ceremony was chaired by SK SUPEX Committee head Kim Chang-keun, since 
group Chairman Choi Tae-won is still in prison. “The absence of the chairman is likely to continue for 
a while to cause unprecedented difficulties,” he mentioned, adding, “Under the circumstances, we will 
have to concentrate on innovation and make game-changing efforts.” 

The SK Group showed rather poor performance last year as the energy and chemical business 
units, which account for the best part of its sales, were hit by the shale revolution and plummeting oil 
prices. The head of the committee asked the entire group to be committed to creating new business 
value amid adverse conditions such as increasing risk in emerging economies, the slowdown of the 
Chinese economy, and the deflation and extended recession in Europe. 





LG GROUP 



LG Group Chairman Koo Bon-moo emphasized upon an aggressive attitude. “We presented a 
number of eye-catching new products based on our technical strength while setting a clear direction 
for our new businesses like eco-friendly auto parts and energy last year,” he commented, continuing, 
“Still, we cannot be content with what we accomplished last year, and we should strive for the continu- 
ation of market leadership.” 

He added, “Although business conditions will be far from favorable in 2015 due to the forex rate 
and oil price instabilities and the late starters’ rapid growth, we will seek ways to lead the market and 
be quick to implement them.” 



LOTTE GROUP 



Lotte Group Chairman Shin Kyuk-ho stressed the importance of strategic approach for its new 
business and self-reflection so that the Lotte World Tower and the “Omni-channel Strategy” can turn 
out to be successful. The latter refers to the group’s plan for providing the same shopping environ- 
ments for online and offline customers. 

“We will be able to turn ourselves into a global giant if we succeed in implementing the Omni- 
channel Strategy based on our second-to-none offline capabilities,” he said, adding, “In the meantime, 
we will carry out perfect safety management for the Lotte World Tower so that it can become the most 
trusted landmark in Korea.” 






HANWHA GROUP 



Hanwha Group Chairman Kim Seung-yeon mentioned that the acquisition of defense and chemical 
firms from the Samsung Group late last year would accelerate its innovation with time. “The reshaping 
of the business structure will present a great opportunity as our acquisition of chemical and life insur- 
ance firms did in the past,” he remarked. 




POSCO GROUP 

Kwon Oh-joon, chairman of the POSCO Group, proposed finaneial performanee as the eore key 
word for this year's business. He said, “The key word I ask our exeeutives and staff to keep in mind 
this year is to ereate finaneial outeomes.” He stressed, “We need to boost profitability by developing a 
eustomer-oriented marketing strategy and strengthening the projeet-eentered work approaeh.” 



HYUNDAI HEAVY INDUSTRIES CO. 

Kwon Oh-gap, president of Hyundai Heavy Industries Co., said, “We are faeing many ehallenges 
this year as well, sueh as the global eeonomie reeession, lower oil priees, and intensified eompetition 
with the shipbuilding industries in China and Japan. Our eompany is now struggling to win eontraets 
sinee we have high manufaeturing eosts ineluding labor eosts. And we have to reeover our eompeti- 
tiveness through ehange and innovation.” 



GS GROUP 

Huh Chang-soo, ehairman of the GS Group, said, “Let’s go baek to basies and get ready for a new 
leap, marking the 10th anniversary of the group’s establishment. We should ereate an atmosphere that 
eneourages eonstruetive eritieism on our previous strategies and praetiees and embraees new ideas and 
an innovative management system.” 



HANJIN GROUP 

Cho Yang-ho, ehairman of Hanjin Group, beeame tearful at his new year's address when he said, 
“My daughter has eaused trouble, involved in a shameful ineident last year, and offended people’s 
minds.” Then, he eouldn’t eontinue his speeeh for a long time and walked off the stage after saying, “I 
sineerely apologize to all employees.” In the address, he vowed to reform the elosed eorporate eulture 
and form a eommunieation eommittee, whieh personnel at work and outside the eompany ean partiei- 
pate. 



DOOSNA GROUP 

Doosan Group Chairman Park Yong-man presented the objeetive of “Star Projeet” attainments, 
whieh was seleeted in order to strengthen the fundamental eompetitiveness of eaeh affiliate, and the 
extension of the shares of the market. Regarding inereasing market share. Park said, “It is hard to 
expeet that the pie of the market itself will grow until the eeonomie reeovery speeds up. We need to get 
a bigger part of the pie in front of us and look for opportunities in new markets, ineluding Southeast 
Asia and Afi-iea.” 
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SAMYANG GROUP 



Kim Yoon, chairman of the Samyang Group, said, “We will overcome the erisis this year through 
management effieieney, new market exploitation, and human resourees improvement. In order to eope 
with diffieulties, it is urgent to optimize business portfolios with the seleet and eoneentration strategy 
and make the management system effieient, foeusing our retained eapabilities and resourees into the 
eore business.” 



CJ GROUP 



Delivering his new year's address, CJ Group Chairman Sohn Kyung-shik said, “Based on the ere- 
ative business portfolio, whieh transformed the food enterprise into a eultural firm, we shall eontribute 
to the ereative eeonomy and the nation onee again.” Also, he expressed eoneems over the prolonged 
absenee of Chairman Lee Jay-hyun and eontinued, “This year it will be more important than ever for 
all employees to play a major role.” 





KOLON GROUP 



Kolon Group Chairman Lee Woong-yeul said at an integrated kiek-off meeting for the group, 
whieh was held in the auditorium in Kolon Tower in Gwaeheon, Gyeonggi Provinee, “The manage- 
ment guide this year is Timer 2015. If we have strained feelings, as if the timer is tieking at this very 
moment, and we are put into aetion thoroughly, we will be able to aeeomplish 100 pereent of our 
plans.” 



KUMHO PRTROCHEMICAL 



Park Chan-koo, ehairman of Kumho Petroehemieal, said, “To win the game of go, baduk in 
Korean, the player needs to spare eaeh stone, build a strong wall and make a home. Likewise, Kumho 
Petroehemieal needs to have joint efforts in order to overeome erisis,” mentioning a television series 
titled Misaeng, whieh reeently went off the air. 





HANSOL GROUP 



Marking the 50th anniversary of its founding, Cho Dong-kil, ehairman of Hansol Group, empha- 
sized the importanee of establishing a management system. He said, “In order to beeome a top-noteh 
long-lived eompany with more than 100 years of history, going beyond the 50th anniversary, we need a 
management system that employees, from top management team to front-line staff, ean empathize with 
and put into praetiee like advaneed global eompanies.” 
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Aggressive Goal Set 
to Reduce Internal 
Reserves amid 
Significant Increase 
in Coriglotperates 



Deputy Prime Minister and Minister of Strategy & Finance Choi Kyung-hwan delivering a speech at an economic ministerial meeting held on July 30. 



T he internal reserves of the 10 major business groups inereased 
by more than 29 trillion won (US$26 billion), and eashable 
assets by 5 trillion won (US$4.5 billion) for the six months from 
June to November last year. This seems to be beeause they are 
having diffieulties finding attraetive investment destinations amid 
uneertain eeonomie eonditions. 

Aeeording to market researeh firm CEO Seore, their 83 listed 
and non-finaneial subsidiaries reeorded eombined internal reserves 
of 537.8 trillion won (US$488.8 billion) on a eonsolidated basis as 
of the end of the third quarter, while the amount had been 508.7 
trillion won (US$462.1 billion) at the end of the first quarter. The 
reserve ratio went up from 1,679.1 pereent to 1,733.6 pereent, and 
the eashable assets inereased from 148 trillion won (US$134 bil- 
lion) to 153 trillion won (US$139 billion) during the same period. 

The Samsung Group had 196.8 trillion won (US$178.9 bil- 
lion) in internal reserves, 14.4 trillion won (US$13.1 billion) up 
from six months ago. Samsung Eleetronies’ internal reserves 
amounted to 168.6 trillion won (US$153.3 billion) to be equiva- 
lent to 86 pereent of the group’s total. 

It was followed by the Hyundai Motor Group (124.5 trillion 
won or US$113.2 billion, 7 pereent up), SK Group (58.8 trillion 
won or US$53.4 billion, 6.9 pereent up), LG Group (48 trillion 
won or US$43.6 billion, 5.5 pereent up), POSCO Group (44.9 tril- 
lion won or US$40.8 billion, 1.1 pereent up), Lotte Group (28.6 
trillion won or US$25.9 billion, 3 pereent up), Hyundai Heavy 
Industries Group (17.2 trillion won or US$15.6 billion, 11.6 per- 
eent down), GS Group (10.4 trillion won or US$9.4 billion, 5.8 
pereent up), Hanwha Group (6 trillion won or US$5.5 billion, 4.9 
pereent up) and Hanjin Group (2.7 trillion won or US$2.5 billion, 
3.3 pereent down). The deerements were 2.3 trillion won (US$2.1 
billion) and 90 billion won (US$81.8 million) for Hyundai Heavy 
Industries and Hanjin. 

Under the eireumstanees, the Ministry of Strategy and 
Finanee finalized the tax law enforeement ordinanee for next year 



on Dee. 25 last year. Aeeording to it, enterprises have to spend 
at least 80% - mueh higher than previous expeetations - of their 
annual ineome on investment, payment for employees, dividend 
payment, ete. Huge taxes are imposed on the portion not used for 
the purposes but left as internal reserves. 

The enforeement ordinanee, whieh will be effeetive for three 
years, eonstitutes the most important part of Deputy Prime Minis- 
ter and Minister of Strategy and Finanee Choi Kyung-hwan’s plan 
for stimulating the national eeonomy not by inereasing eorporate 
profits but by inereasing household ineomes. The ordinanee is 
applied to non-small and medium enterprises with an equity eapi- 
tal of at least 50 billion won and eonglomerate subsidiaries subjeet 
to the ban on eross-shareholding. 

They ean ehoose between two options. One is to spend up to 
80% of annual earnings on wage payment, investment and divi- 
dend payment while being subjeet to a 10% taxation on the rest 
and the other is to spend 30% of the earnings on wage payment 
and dividend payment. Equity investment sueh as overseas invest- 
ment and M&A is not ineluded in the definition of the investment 
aeeording to the plan. 

Aeeording to market researeh firm CEO Seore, the new 
enforeement ordinanee is expeeted to pose an additional tax bur- 
den of 1.081 trillion won on the top 10 Korean business groups 
while the amount is estimated to be redueed to approximately 700 
billion won on eondition that the business groups double their 
average dividend payout ratio to 20% in step with the government 
poliey. The extra tax burden is estimated at about 554.7 billion 
won for the Hyundai Motor Group and 379.9 billion won for the 
Samsung Group with their sum aeeounting for no less than 86.4% 
of the total of the 10 groups. 

Samsung Eleetronies reeently made an announeement of 
dividend expansion and Hyundai Motor Company followed on 
Deeember 24. It is said that the latter is going to inerease the divi- 
dend per share by at least 30% from a year ago. © 
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A t the New Year’s meeting with about 1,500 entrepreneurs, 
government offieials and politieal figures on Jan. 5, Presi- 
dent Park Geun-hye remarked that she would try to prepare for 
the next 30 years of the Korean eeonomy by means of the gov- 
ernment’s three-year plan for eeonomie reform. Korea Chamber 
of Commeree and Industry Chairman Park Yong-man eehoed by 
saying, “This year will be the only opportunity for us to work on 
eeonomie reform, beeause 2014 was the starting period and next 
year will be the finishing step.” 

“This year, the global eeonomy is expeeted to reeover from 
struetural stagnation, and the Korean eeonomy will get better as 
well,” he eontinued, adding, “I would like to find what we should 
do with all of you for the Korean eeonomy to be able to prosper 
by tiding over diffieulties sueh as fast aging and low fertility.” 
Deputy Prime Minister Choi Kyung-hwan also said in his 
New Year’s address to offieials in his ministry, “With restrueturing 
tasks piling up, we will foeus our poliey resourees on address- 
ing sueh issues as labor market inflexibility, ineffieieney in the 
publie seetor, edueation systems separated from their fields, and 
self-proteetionism in the finaneial seetor, saying that eeonomie 
uneertainties are lingering in the form of interest rate hikes in the 
United States, a weak yen, and eeonomie erises in oil-produeing 
eountries, while household debts are rising and the manufaeturing 
seetor ’s eompetitiveness is deelining at home. 

Bank of Korea Governor Lee Ju-yeol also said that the most 
important issue for 2015 is restrueturing for stronger fundamentals 
and higher growth potentials. “Struetural faetors like exeessive 
regulations, labor market rigidity, low birth rate, and rapid aging 
are aeting negatively on the Korean eeonomy,” he mentioned. 

The business and politieal eommunities are eonsidering 
this year as an opportunity for restrueturing as well, beeause no 
national eleetion is seheduled this year and the Park Geun-hye 



administration has passed the halfway point. One of the biggest 
ehallenges is labor market reform. The government is looking to 
inerease the flexibility of the labor market by narrowing the gap 
between permanent and temporary positions. However, a great 
eompromise between eorporations, their labor unions, and the 
government itself is not an easy goal to aehieve. 

Finaneial reform revolving around the stimulation of eompeti- 
tion also is likely to be easier. The government is eurrently trying 
to lower the barriers between industry segments, while promot- 
ing the growth of new segments sueh as finteeh, and the seetor is 
responding positively and promptly to it. 

Deputy Prime Minister Choi said on Jan. 5, “I will lower the 
barriers between the segments in the industry so that nimble play- 
ers sueh as Internet banks and finteeh eompanies ean enter the 
market with greater ease, whieh I antieipate will foster innovation 
and ehange in the finaneial seetor,” he said, adding, “At the same 
time, I will eneourage eompanies to inerease their dividend pay- 
out ratios by means of strengthened roles of the national pension 
fund and taxation plans, whieh will lead the government’s efforts 
for restrueturing and eeonomie revitalization to sueeess.” 

He added that he would eome up with an investment promo- 
tion program worth 30 trillion won (US$27 billion) so that risks 
in the growth industries ean be better mitigated, based on equity 
investment rather than loans, and more assistanee ean be provided 
for the real eeonomy. 

The investment promotion program he mentioned is for the 
government to invest 15 trillion won (US$13 billion), via the 
Korea Development Bank, in high-risk future growth industries 
and large-seale infrastrueture establishment projeets. The program 
will work by means of direet investment, and for the private seetor 
to invest the same amount. It was emphasized as an important part 
of this year's eeonomie poliey. (§ 



MONEY > PER-CAPITA GNI 



US$30,000 Mark in 201 5 

Korea's Per-capita GNI Shows Around 
400-fold Increase over 60 Years 




The streets of the Myeongdong district of Seoul are quite crowded every night with many tourists. 



T he Bank of Korea announeed on Dee. 15 that Korea’s per- 
eapita GNI inereased 394-fold from US$67 to US$26,205, 
the eighth-highest in the world, and its nominal GNI inereased 
29,833-fold from 48.3 billion won (US$44.1 million) to 1.441 
quadrillion won (US$1,314 trillion) between 1953 and last year. 

During the period, Korea reeorded an annual average real 
GDP growth rate of 7.4 pereent and real GDI growth rate of 7.1 
pereent. The former jumped from 5.8 pereent to 10.4 pereent 
between the 1950s and the 1970s, but dropped to 3.9 pereent in 
the 2010s. The total savings ratio reaehed 41.7 pereent in 1988, 
but has deelined all the way sinee then to stand at 34.4 pereent last 
year. The household savings ratio plummeted from 24.3 pereent 
to 4.5 pereent during the same period. Likewise, the total invest- 
ment ratio fell from 41.4 pereent to 28.8 pereent between 1991 
and 2013. 

In the meantime, the ratio of the primary industry to national 
GDP dropped from 48.2 pereent to 2.3 pereent between 1953 and 
2013, while those of the manufaeturing and serviee seetors went 
up from 7.8 pereent to 31.1 pereent and from 40.3 pereent to 59.1 
pereent, respeetively. Wireless eommunieation deviees, automo- 
bile, semieonduetor, and petroehemieal produets have positioned 
themselves as the eountry’s main export items sinee 2000, to take 
the plaee of elothes and shoes. 

Aeeording to the Korea International Trade Assoeiation, 
Korea’s semieonduetor exports amounted to US$34.1 billion 
during the first seven months of this year, followed by petro- 
leum produets (US$30.6 billion), automobiles (US$20.7 billion), 
marine vessels (US$22.2 billion), and wireless eommunieation 
deviees (US$17.1 billion). Compared to four years ago, semieon- 



duetors and automobiles maintained their positions, but marine 
vessel exports were more than halved. Wireless eommunieation 
deviees and petroleum produets elimbed up from sixth and fifth 
eaeh. 

Apparel, meanwhile, has not been found on the top 10 list 
sinee 2010. Export amounts reaehed US$2.7 billion, 16 pereent 
of the eountry’s total exports, in 1980, and inereased to US$4.6 
billion two deeades later to rank ninth. Shoes exports totaled 
US$900 million and US$4.3 billion in 1980 and 1990, respee- 
tively. However, the plaeing has dropped from as high as third to 
behind 10th. 

The per-eapita GNI of Korea broke the US$20,000 mark 
in 2010, when it reaehed US$22,170, and has remained below 
US$30,000 sinee then. The US$30,000 mark is foreeast to be 
broken this year if the Korean eeonomy eontinues its normal 
growth rate. The International Monetary Fund (IMF) assumed 
that Korea’s per-eapita GDP for last year would be at US$28,738, 
whieh is 25th among 35 major eountries. 

Surpassing Japan in 201 6 

Meanwhile, Hyundai Researeh Institute said South Korea's 
per eapita GDP in 2016 will outstrip that of Japan with nearly 
US$40,000 of purehasing power. 

“South Korea's GDP per eapita will reaeh almost the same 
level of Japan next year, and it is expeeted to overtake Japan in 
2016. This is a splendid aehievement just 70 years after the inde- 
pendenee from Japan,” said Lee Jun-hyeop, head of the eeonomie 
trends analysis department of Hyundai Researeh Institute on Dee. 
21 last year, in the report of 2015 Domestie Trends 10+1. 

Based on the predietion of International Monetary Fund Pur- 
ehasing Power Parity (PPP) figures, the report predieted that 
Korea's GDP per eapita in 2015 will be US$38,760, whieh is elose 
to that of Japan (US$39,108), and Korea's GDP per eapita in 2016 
will exeeed that of Japan in 2016 (US$39,669) by US$39,828. 

The report pointed out, “While Japan's potential growth rate 
is 0 pereent, that of Korea maintains at 3 pereent, inereasing the 
differenee between the potential growth rates of Korea and Japan. 
We need to enlarge a growth potential, improve the eeonomie eon- 
stitution and the quality of life of people to avoid seeular stagna- 
tion whieh is prevalent in Japan.” 0 
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China Effect 

FDI Hit Record High of 
US$19 Billion 
Last Year 



T hanks to the “China Effect,” the Foreign Direct Investment 
(FDI) into Korea hit a new high of US$19 billion (21.1 tril- 
lion won) last year. As China’s capital investment in new invest- 
ment models, including real estate, food, and clothing grew by a 
whopping 147.2 percent, the country saw the highest figures. 

The Ministry of Trade, Industry and Energy announced on 
Jan. 5 that the FDI based on declaration reached US$19 billion 
(21.1 trillion won), while the FDI based on actual arrival amount- 
ed to US$11.52 billion (12.8 trillion won) in 2014. 

The declared FDI amount was up 30.6 percent from US$ 14.55 
billion (16.16 trillion won) in 2013, and up 16.6 percent from 
the prior high of US$16.29 billion (18.1 trillion won) in 2012. In 
terms of the FDI that arrived actually in the country, the figure 
grew by 17.1 percent compared to the US$9.84 billion (10.93 tril- 
lion won) of 2013. 

Chinese investment into Korea increased drastically. The FDI 
from China almost tripled to US$1,189 billion (1.32 trillion won) 
from the US$481 million (534.25 billion won) of 2013. 

Kwon Pyung-oh, head of the ministry’s trade and investment 
policy, said, “This is because Chinese capital invested in new 
investment models such as resort complex projects, games and 
food. It’s notable that considerable investments were also flown in 
through Hong Kong and Singapore.” 

Indeed, China decided to invest US$300 million (333.12 bil- 
lion won) in a resort project in Jeju Island. Also, China and Hong 
Kong plan to invest US$500 million (555.35 billion won) in a 
mobile game business. It is notable that investments from the pan- 
Chinese region, including Taiwan, Hong Kong, and Singapore, 
also increased. Total investments from these countries surged 
from US$1,462 billion (1.62 trillion won) in 2013 to US$2,837 
billion (3.15 trillion won) last year. 

By the amount of FDI, the E.U. is the largest foreign inves- 
tor in Korea. Its investment grew 35.4 percent to US$6,504 
billion (7.22 trillion won) last year compared to 2013. Despite 
not enough ability to invest, mega M&As in parts and mate- 
rials and the petrochemical areas attracted investment. How- 
ever, investment from the U.S. increased only 2.4 percent to 



US$3,609 billion (4.01 trillion won). Japanese investment into 
Korea decreased 7.5 percent to US$2,488 billion (2.76 trillion 
won). The weak yen and its poor domestic consumption are the 
main reasons for this. 

By industry, the FDIs to both the manufacturing and ser- 
vices sectors improved. Investment in the manufacturing sector 
increased to US$7.65 billion (8.5 trillion won) while the servic- 
es sector drew US$11.19 billion (12.43 trillion won). By type, 
investment through M&As increased remarkably compared to 
green field investment, where a new plant or a business is set up. 
FDI through M&As jumped by nearly four times from US$2,015 
billion (2.24 trillion son) in 2010 to US$7.98 billion (8.86 trillion 
won) last year. 

Kwon said, “There are also positive sides such as the retention 
of employment in domestic companies facing bankruptcy, through 
equity participation of foreign capital and acquisition. So, don’t be 
so negative about it.” 

In the meantime, a huge amount of inquiries regarding Korea- 
China FTA are being received from global enterprises, indicat- 
ing that Korea is becoming a key pathway to enter the Chinese 
domestic market after the Korea-China FTA. 

The merit of “Entrance into China after Investment in Korea” 
is notable. First of all, organized regulations and policies formed 
through the FTA are the greatest merit and advantage for the 
enterprises. China’s complicated process of customs procedures 
has always been a big barrier for global companies trying to enter 
the Chinese market. 

An official from the Ministry of Trade, Industry and Ener- 
gy said, “The clause of custom clearance within 48 hours in the 
Korea-China FTA will save huge amount of time compared to the 
past.” Global enterprises have always faced non-tariff walls such 
as delays of clearance and express charges. 

In addition, some industries restricted by Chinese government 
such as services, entertainment, and distribution are now opened 
with the FTA. The intellectual property regulation in the FTA pro- 
tects the global enterprises from imitation threats. 0 
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T he Korea Composite Stoek Priee Index (KOSPI) fluetuated 
between 1,850 and 2,100 points this year, while eontinuing to 
suffer from adverse eonditions sueh as a weak yen and plummet- 
ing oil priees. The Korea Exehange reeently announeed the top 10 
stoek market news items for 2014. 

Opening of New Bourses: The Korea Exehange opened the 
gold spot market in Mareh, the ETN market in November, and 
the U.S. dollar futures night market this month. In addition, it 
launehed volatility index futures and seetor index futures and 
remodeled the stoek futures and option markets for asset manage- 
ment diversifieation. 

KOSPI Drifting Sideways: The index has moved between 
1,850 and 2,100 points this year and failed to break the 2,100 
point mark sinee August 2, 2011, when the market elosed at 
2,121.27 points. The Korea Seeurities Dealers Automated Quota- 
tions (KOSDAQ) index exeeeded 580 points in September, but 
has dropped sinee then, failing to top 600. 

IPOs One After Another: Major eorporations sueh as Sam- 
sung SDS and Cheil Industries have been listed on the stoek mar- 
ket this year, along with about 70 eompanies on the KOSDAQ. 
Samsung SDS and Cheil Industries attraeted more than 15 trillion 
won (US$13.6 billion) and 30 trillion won (US$27 billion) eaeh 
during their IPO proeesses. 

Policy for Dividend Expansion: Sinee taking offiee in July, 
Deputy Prime Minister Choi Kyung-hwan has eneouraged divi- 
dend expansion in the interest of eeonomie growth and sharehold- 
er return and reshaped the dividend tax system by, for example, 
imposing taxes on internal reserves. In step with this, the Korea 
Exehange released a new dividend index in Oetober and listed a 
dividend index ETF. 

Corporate Ownership Structure Reform in Samsung 
Group: Issues regarding the sueeession of the Samsung Group 



has been highlighted sinee May, when Chairman Lee Kun-hee 
was taken to the hospital. Sinee then, the group listed Samsung 
SDS and Cheil Industries while selling subsidiaries sueh as Sam- 
sung General Chemieals and Samsung Teehwin. 

Hyundai Motor Group’s Huge Real Estate Purchase: The 
group bought the 79,342 m2 Korea Eleetrie Power Corporation 
(KEPCO) building and site in Samsung-dong, Seoul in September 
at a priee of 10.55 trillion won (US$9.58 billion), more than three 
times the appraised value of 3.3 trillion won (US$3.0 billion). 
Sinee then, the eombined market eapitalization of the 16 eompa- 
nies in the group dropped by 12.28 pereent amid the eontroversy 
over the appropriateness of the priee. 

Key Interest Rate at Record Low: The Bank of Korea eut 
the key rate from 2.25 pereent to 2.0 pereent in Oetober. The pos- 
sibility of an additional downward adjustment is on the rise, as the 
low priees are eontinuing and eonsumer sentiment is showing no 
signs of reeovery. 

Cross-trading between Shanghai Stock Exchange and 
Hong Kong Stock Exchange: The eross-trading started last 
month. Investors now ean buy Shanghai A stoeks via the Hong 
Kong Stoek Exehange. 

Abenomics and Weak Yen: Japanese Prime Minister Shinzo 
Abe has moved ahead with an intensive eeonomie stimulus paek- 
age in order to eseape from deflation and a strong yen. This has 
lowered the yen-dollar exehange rate by more than 30 pereent. 
The trend is likely to eontinue for a while as the Liberal Demo- 
eratie Party won the reeent general eleetion. 

Plummeting Oil Prices: Oil prices have dropped to a five-year 
low since June due to Iraq’s petroleum price cut and the OPEC’s 
failure to reach an agreement on production reduction. The down- 
trend is expected to be ongoing next year owing to the supply- 
demand imbalance and slowdown of the Chinese economy. © 
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US$170 Billion Exports 

ICT Exports 
Exceeded US 
Billion Last Ye 



Smartphones being shipped out on an Asiana Cargo aircraft. 



K orea’s exports in the information and eommunieations teeh- 
nology (ICT) seetor hit all-time highs last year, despite unfa- 
vorable faetors like a global reeession and a drop in oil priees. 

The Ministry of Seienee, ICT and Future Planning announeed 
on Jan. 8 that ICT exports grew 2.6 pereent year-on-year to reaeh 
US$173.88 billion in 2014, leading to a surplus of US$86.35 bil- 
lion. Imports of ICT goods amounted to US$87.54 billion last 
year, up 8.3 pereent from the previous year. 

The ICT industry eontributed to the nation's trade surplus and 
export surges, sinee the seetor aeeounted for 30.3 pereent of total 
exports. 

By item, outbound shipments to semieonduetors and mobile 
phones inereased, whereas exports of display panels and digital 
TVs deereased. 

Speeifieally, exports of semieonduetors surpassed US$60 bil- 
lion by leading the mobile market based on the loeal industry's 
eompetitive advantage in miero-proeessing and 3D V-NAND. The 
eorresponding figure for mobile phones was US$ 26.44 billion, 
thanks to an upward trend in the first quarter of last year. 

In eontrast, display panels posted a 3.2 pereent year-on-year 
deeline in exports and digital TVs at an 8.7 pereent year-on-year 
drop, owing to the slowdown in global demand and the aeeelera- 
tion of global market penetration by Chinese eompanies. 

In addition, imports of mobile phones grew signifieantly. The 
number was US$7.24 billion in 2014, up more than 85 pereent 
eompared to a year ago. Inbound shipments from semieondue- 
tors, eomputers and peripheral deviees, and display panels also 
inereased. 

Decreasing Deficit of Technology Trade 

Meanwhile, the teehnology trade seetor, ineluding importing 
and exporting patents, inventions, and engineering, has eontinued 
to grow, seeing a nearly 15 pereent inerease. In partieular, defieits 
in the trade teehnology area have deereased for four eonseeutive 
years. 



The Ministry of Seienee, ICT and Future Planning (MSIP) 
has announeed findings ealled “2013 Teehnology Foreign Trade 
Statisties” eondueted by the Korea Industrial Teehnology Assoeia- 
tion on Jan. 1 . 

Teehnology trade refers to the international and eommereial 
trading of expenditures and ineome, whieh is related to teehnol- 
ogy or teehnology serviees. It ineludes patent sales, lieensing, 
inventions, passing on expertise, studies on teehnology guid- 
anee, engineering eonsulting, and researeh and development ser- 
viees. The MSIP pointed out the importanee of the total amount 
of exports and imports in the teehnology trade, explaining that it 
means that the larger the size of the teehnology trade, the better 
the eompanies are eapable of innovating their produets quiekly, 
aeeording to market ehanges. 

Aeeording to the findings, Korea’s total teehnology trade 
in 2013 jumped by 15.4 pereent to US$18.88 billion (about 18 
trillion won), whieh was a US$2,521 billion (2.74 trillion won) 
inerease eompared to the previous year. 

Export of teehnology grew by 28.9 pereent to US$6,846 (7.45 
trillion won), whieh was a US$1,535 billion inerease eompared to 
the figure of US$5.31 billion in 2012. The introduetion of teehnol- 
ogy was up 8.9 pereent to US$12,038 billion eompared with the 
previous year. Aeeordingly, Korea’s earnings and expenses of the 
teehnology trade (the amount of export of teehnology versus the 
amount of introduetion of teehnology) in 2013 improved from 
0.57 to 0.48, eompared with a year before. 

Also, defieits have deereased for four eonseeutive years. By 
industry, the ratio of teehnology exports is high, followed by 
eleetronies with US$3.2 billion (3.48 trillion won, 46.8 pereent), 
maehinery with US$2,004 billion (2.18 trillion won, 29.3 per- 
eent) and information and eommunieations with US$750 million 
(816.38 billion won, 11.0 pereent). The world’s biggest teehnol- 
ogy exporters are China, Franee, and the U.S., while the major 
eountries of introduetion of teehnology are the U.S., Japan, and 
Germany. 
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Ordinary Wages 

Court Rules in Favor of Hyundai Motor 
Company 




The Seoul Central District Court building. 



T he Seoul Central Distriet Court ruled 
on Jan. 16 that Hyundai Motor Com- 
pany must pay only 4.09 million won 
(US$3,796) for just two former Hyundai 
Motor Serviee employees. Earlier, the 
labor union of Hyundai Motor Company 
filed an ordinary wage lawsuit elaiming 
that the employers reealeulate their wages 
by ineluding six items sueh as bonuses 
and vaeation expenses. The representative 
aetion was led by 23 of its employees rep- 
resenting respeetive oeeupational groups 
and 44,000 labor union members, 1,900 
former Hyundai Preeision & Industries 
Corporation employees. Approximately 
5,700 former Hyundai Motor Serviee 



labor union members partieipated in the 
litigation. 

Hyundai Motor’s Labor Cost Bur- 
den Dropped Significantly 

The eourt regarded, as ordinary 
wages, only a part of the bonuses of the 
two out of the five former Hyundai Motor 
Serviee employees who represented the 
5,700. It ruled that 3.87 million won 
(US$3,591) and 220,000 won (US$204) 
be paid to them, respeetively. “Baek in 
1999, when Hyundai Motor Company 
eombined Hyundai Preeision & Industries 
Corporation with Hyundai Motor Ser- 
viee, Hyundai Motor Serviee ’s rules did 



not stipulate that no bonus is paid for an 
employee with an employment period of 
less than 15 days,” the eourt explained. 

Still, the eourt did not aeknowledge 
the predietability of the bonuses paid by 
the automaker, the biggest issue of the 
litigation. “The bonuses are paid only 
when the additional and uneertain eondi- 
tions of having to satisfy a eertain number 
of working days is met,” it eontinued. In 
Deeember 2013, the Supreme Court sug- 
gested regularity, uniformity, and prediet- 
ability as the eriteria of ordinary wages, 
while aeeepting regular bonuses as a part 
of ordinary wages. Aeeording to its defi- 
nition, ordinary wages are those paid at 




BusinessKorea 42 / 45 



regular intervals for every employee meet- 
ing eertain eonditions, regardless of his or 
her work performanee. 

The reeent eourt ruling implies that 
the employers are on the winning side. 
Their additional burden for ordinary 
wages, whieh was estimated to reaeh 5 
trillion won (US$4.6 billion), is expeet- 
ed to shrink to 10 billion won (US$9.2 
million) or so. ‘Tt seems that the addi- 
tional pay will add up to 2.1 million won 
per employee, and the total is estimated 
at approximately 1 1 billion won for the 
5,700 workers,” one of them said. 

Opposite Responses 

Needless to say, the eompany is 
relieved. “The ruling that does not eon- 
sider the bonuses of most employees as 
ordinary wages will have a positive effeet 
on the ongoing wage strueture reshaping 
and the aetivities of the Ordinary Wage 
Improvement Committee,” it eommented. 
In eontrast, the labor union is preparing 
to appeal, elaiming that the eourt disre- 
garded workers’ due rights aeeording to 
the Labor Standards Aet. “The earmaker 
deeided last year to diseuss the issue in 
the framework of the eommittee, irre- 
speetive of the eourt ruling, and thus we 
will eontinue dealing with the seope of 
the ordinary wage and when to apply 
new standards,” added the Korean Metal 
Workers’ Union. 

The business eommunity as a whole, 
in the meantime, is rather eontent with 
the ruling like the automaker, beeause a 
series of lawsuits and trillions of won in 
extra labor eosts would have followed if 
the labor union’s demand for ineluding the 
bonuses of all employees in the seope had 
been aeeepted. Nonetheless, not a few in 
the eommunity expressed dissatisfaetion 
with the faet that some of the workers’ 
ordinary wages were aeeepted. 

The Federation of Korean Industries 
mentioned on the same day that the rul- 
ing would be an opportunity to settle the 
eontroversy over the interpretation of the 
seope. “Still, there remains the possibility 



that previously unexpeeted eonfliets eould 
arise among workers due to partial aeeep- 
tanee,” it eontinued. The Korea Federation 
of Small and Medium Business expressed 
eoneerns over a negative impaet on small 
firms that eould be eaused by an inerease 
in ordinary wages on the part of big busi- 
nesses. “If the bonuses for those who 
work for just one day are deemed ordinary 
wages, the labor eost burden on smaller 
eompanies is sure to beeome heavier,” it 
said, elaiming, “The law has to be revised 



right away, so as to prevent further eonfu- 
sion.” 

“The elause to work for at least 15 
days, on whieh the eourt denied the pre- 
dietability of the bonus, was arbitrarily 
determined by Hyundai Motor Compa- 
ny,” the Korean Confederation of Trade 
Unions eritieized, eontinuing, “The denial 
of the predietability based on the exeep- 
tional ease of the workers working for 
less than 15 days makes no sense at all.” 
The Federation of Korean Trade Unions 
added, “Bonuses should be paid as eom- 
pensation for labor regardless of eondi- 
tions sueh as the 15 -day employment, and 



we are extremely sorry about the eourt ’s 
denial of the predietability based on minor 
regulations.” 

Source of Another Conflict 

Although the employers won the first 
trial, new feuds are sure to arise as they 
try to apply the ruling to the negotiations 
with the labor union opposed to it. “The 
management will eome to the table in 
Mareh with the eourt ruling, whieh means 
a eonelusion is likely to be far away,” said 



Lee Kyung-hoon, direetor of the labor 
union. 

However, it is also predieted that the 
union will opt for eompromise instead of 
eonfrontation, with things beeoming unfa- 
vorable for itself, and eonfliets between 
union members will intensify during the 
eourse. In September last year, the man- 
agement and the union broadly agreed 
upon the adoption of an expanded seope 
of ordinary wages, but the wage negotia- 
tions failed in the end, as hardliners in the 
latter adhered to the immediate inelusion 
of regular bonuses in their ordinary wages. 




Lee Kyung-hoon (left), head of the Ulsan branch of the Hyundai Motor Company labor union, holds a press conference about ordinary wages on 
July 30 last year. 
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First Job after Workout 

Kumho Tires Resumes Plant Construction 
in Macon, Georgia 



K umho Tires (CEO Kim Chang-kyu) obtained approval from 
its ereditors to resume the eonstruetion proeess of its manu- 
faeturing plant in Maeon, Georgia. The eompany is planning to 
invest US$413 million in the faeilities to ereate an annual produe- 
tion eapaeity of four million tires and eomplete the proeess in 
early 2016. 

The produets produeed there will be supplied as original 
equipment (OE) tires. Onee the plant is built, Kumho Tires’ over- 
seas manufaeturing eapaeity surpasses its domestie produetion 
eapaeity. The eonstruetion proeess began in 2008, but was halted 
due to the global eeonomie erisis. 

At present, the global annual tire demand is estimated at 
around 1.6 billion units and the North Ameriean market aeeounts 
for approximately 20 pereent of it. In addition, the North Ameri- 
ean market is a partieularly important high-end one, and the eon- 
struetion of a manufaeturing base there ean faeilitate partnership 
with automakers and the supply of OE tires. A number of global 
leading earmakers are found in the southern region of the United 
States, and thus it ean lead to stable supply and repurehases in 
the replaeement tire market. Aeeording to the Rubber Manufae- 
turers Assoeiation (RMA), the North Ameriean tire market is 
expeeted to reeord a eompound annual growth rate of 5 pereent 



between 2013 and 2018 thanks to the U.S. eeonomie reeovery and 
an inerease in the demand for OE tires. 

The plant of Kumho Tires is slated to be loeated just 296 km 
and 177 km away from the Alabama and Georgia plants of Hyun- 
dai Motor Company and Kia Motors, respeetively. Kumho Tires 
is eurrently supplying more tires to the North Ameriean plants of 
Hyundai and Kia than the other two Korean tire manufaeturers 
do. 

Non-Korean tire eompanies are eontinuing their investment 
and setting up manufaeturing bases in the market as well to better 
meet demand. At the same time, they are working on produetion 
base diversifieation in order to save manufaeturing and trans- 
port eosts and respond promptly to fast-ehanging regional trade 
eonditions. Faeility eapaeity and size are regarded as two of the 
most fundamental faetors determining the eompetitiveness in the 
industry. 

Kumho Tires entered the U.S. market in 1975 and has eontin- 
ued expanding its sales networks for higher sales in the replaee- 
ment tire market, while sponsoring sports teams for inereased 
brand awareness. For example, it has supported the LA Lakers 
and Miama Heat sinee 2010, and the NBA League and the New 
York Jets football team more reeently. © 
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Light and Shadow 

HankookTire Expands Businesses 
through Aggressive M&As 




T he domestic automobile industry is expressing concerns over 
Hankook Tire’s decision to take over Halla Visteon Climate 
Control Corp. (HVCC). 

According to sources in the industry on Dec. 18, Hankook 
Tire, the nation’s largest tire manufacturer, has entered into a stock 
purchase agreement to buy stakes in HVCC from Visteon Corp., 
the U.S. automotive parts supplier, jointly with Hahn & Company, 
a South Korean private equity firm. The company will pay a total 
of 3.94 trillion won (US$3.6 billion), at 52,000 won (US$47.28) 
per share. Also, Hankook Tire will hold a 19.49 percent of its 
stake, while Hahn & Company will hold a 50.5 percent stake. 
Through the stock purchase agreement, Hankook Tire has become 
the second-largest shareholder of HVCC. 

The company says it expects strong synergy through a merger 
between two companies. One factor is that HVCC is a full-line 
supplier of automotive thermal management solutions, which is 
the second largest in the world and the biggest in Korea. Anoth- 
er factor is that the company partners with the world’s leading 
vehicle manufacturers and has a customer base similar to the tire 
industry. 

However, some companies in the industry are not pleased with 
the merger. In particular, Hyundai Motors has uneasy feelings 
about the private equity firm’s takeover. 

An official from the industry said, “The burdens on stock divi- 
dends and interest are demanding. Also, due to the nature of pri- 
vate equity firms, which should focus more on short-term margins, 
there is the possibility to have some snags in research and develop- 
ment of HVCC ’s parts. Hyundai Motors can consider an additional 
plan for the stable supply and demand of parts.” Hyundai Motors 



accounts for more than 50 percent of HVCC’s sales. Accordingly, 
HVCC’s sales would suffer if the company changes the supplier. 

Also, there is a view that Hankook Tire’s financial state, which 
has been sound, can worsen if the company pushes ahead with the 
acquisition of KT Rental, the nation’s biggest car rental service 
provider, next. 

Hankook Tire was spun off into a holding company in 2012, 
and it has been making efforts to extend its new business area. 
Hankook Tire (President Cho Hyun-bum) is in charge of manu- 
facturing tires, which is the major business of the company, while 
its holding company, Hankook Tire Worldwide Co. (President Cho 
Hyun-sik) is focusing on venturing into new business areas. The 
company is planning to join a bid to acquire KT Rental when its 
bid opens next month. 

As of the end of September, the total amount of cash and cash- 
able assets that Hankook Tire and Hankook Tire Worldwide Co. 
possessed was 700 billion won (US$637 million) and 200 billion 
won (US$182 million), respectively. Since the expected undertak- 
ing price for KT Rental will be from 800 billion to 1 trillion won 
(US$728 to $909 billion), it seems to be inevitable for the com- 
pany to get acceptance financing. 

An official from the industry said, “It appears to be that 
expanding new business areas is Hankook Tire Chairman Cho 
Yang-rai’s smooth succession plan for his two sons. If he is rush- 
ing to do so without a thorough review of underlying uncertainty, 
problems in ownership management might come up.” The chair- 
man’s family holds a combined stake of 74.18 percent of the com- 
pany. President Cho Hyun-sik holds a 19.32 percent stake, and 
President Choi Hyun-bum holds a 19.31 percent stake. 0 
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"Smile Expedition" to Vietnam 

Hyosung Offers Free Medical Services in 
Vietnam for 4 Consecutive Years 




W ith the slogan “Accompany You 
with Sharing,” Hyosung is par- 
ticipating in various social contribution 
activities in a virtuous cycle to give back 
to society. The company is not only con- 
tributing to its local community, but is 
also supporting underprivileged people so 
that they can stand on their own feet and 
improve their future. 

Along with Korea Food for the Hun- 
gry International, Hyosung sent its medi- 
cal volunteer group “Hyosung Smile 
Expedition” to Long Tho in Nhon Tracch 
District, Dong Nai State, Ho Chi Minh 
City, Vietnam, in August last year and 
offered free medical services to over 1,700 
residents. 

The Smile Expedition has volun- 
teered from 2011 to help local communi- 
ties near the company's overseas sites as a 
part of Hyosung’s global social contribu- 
tion activities. Every summer they visit 
Dong Nai State in Vietnam where Hyo- 
sung’s key spandex and tire cord plants 
are located. There they provide free medi- 



cal services to underprivileged residents 
who face difficulties in visiting clinics or 
hospitals even if they are sick. 

Twenty-four doctors from Konkuk 
University Medical Centre and KyungHee 
University Hospital at Gangdong and 50 
volunteers from Hyosung Vietnam Co., 
including interpreters, medical assistants, 
and coordinators participated in the Smile 
Expedition last year. 

Hyosung Smile Expedition visited 
Tien Phuoc Elementary School to offer 
free medical services, including basic 
physical examinations, to 350 first grad- 
ers. It provided them with toothpaste, 
toothbrushes, and instructions on how 
to use them. Also, the group distributed 
emergency kits to 3 other elementary 
schools in the region. 

Moreover, the company provided edu- 
cation on pregnancy and childbirth to 100 
expectant mothers in Hyosung Vietnam 
Co., and donated 150 copies of the book 
“Pregnancy and Childbirth,” which were 
printed in Vietnamese. 



Hyosung has sent the Smile Expe- 
dition every year since 2011, and has 
offered free medical services to nearly 
4,900 residents in Vietnam until now. 
From 2013, the company strengthened 
the department of oriental medicine and 
expanded the scope of its services from 
700 residents in 2011 to 1,700 residents 
last year. 

Meanwhile, Hyosung invited a Viet- 
namese man named Dinh Minh Tam 
to Korea for follow-up care as a part of 
the Smile Expedition activities. He is an 
1 8-year-old whom the expedition met dur- 
ing their activities in 2013. Dinh Minh 
Tam suffered a serious injury on his 
right arm due to an accident in a voca- 
tional school in 2010. After the injury, he 
couldn’t use his right arm, but the medi- 
cal team of the Smile Expedition thought 
that he could overcome his ability through 
a surgery to reconstruct the ligament. He 
was able to get the treatment, and it was 
paid for by Hyosung. 

Entering Korea on Sept. 14 last year, 
Tam was hospitalized in Konkuk Univer- 
sity Medical Centre, had cosmetic and 
orthopaedic surgeries, recovered and left 
the country at the end of October. Tam 
expressed his gratitude to Koreans and 
Hyosung, saying “Thank you for giving 
me opportunities for treatment and reha- 
bilitation.” 

Starting from Oct. 20 last year, Hyo- 
sung hosted an event to post comments 
to pray for Tam’s recovery on its blog 
(http://blog.hyosung.com/1836) and Face- 
book page (http://www.facebook.com/ 
myfriendhyosung) with the title, “Please 
Cheer Up This Vietnamese Man, Tam.” 
The company posted the comment event 
in both English and Vietnamese, attracting 
participation from employees of Hyosung 
not only at home but also abroad, includ- 
ing Vietnam. © 
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Consecutive Profits 

LG Display Surpasses 1 Trillion Won in 
Operating Profits 2 Years Running 




L G Display announced on Jan. 28 that it reported quarterly 
operating profits of 625.8 billion won (US$572.4 million) 
and 8.3419 trillion won (US$7.6290 billion) in sales in the fourth 
quarter of last year. Its operating profits grew 32 pereent quarter- 
on-quarter, and 144 pereent year-on-year. The number is the high- 
est-ever sinee Q2 2010. 

The eompany has operated at a profit for the 11th straight 
quarter. Its sales went up by 27 pereent in Q4 2014 eompared to 
the previous quarter, and are up 1 8 pereent eompared to a year 
ago. 

Its operating profits amounted to 1.3573 trillion won 
(US$1.2413 billion) last year, a year-on-year inerease of 17 per- 
eent. The figure is the highest-ever sinee 2008. 

The firm turned over 26.4555 trillion won (US$24.1946 bil- 
lion) in 2014, down 2 pereent from the previous year. However, 
its operating profits inereased by a great deal, helped by the strong 
performanee of highly-profitable produets. Its net profits totaled 
917.4 billion won (US$839.1 million) last year, a 119 pereent 
year-on-year expansion. 



A representative of LG Display said, “Our sales deereased 
slightly, owing to the inereased weight of the eell business, a sales 
method of half- finished produets that do not have baeklight mod- 
ules. However, we were able to improve profitability in 2014 
by inereasing the sale of ultra-large TV panels, whieh are value- 
added produets, and high-resolution panels for mobile deviees.” 

LG Display is foeusing on an inerease in the produetion of 
large OLED panels to sharpen its eompetitiveness in the TV 
market. Samsung Display, on the other hand, is eoneentrating on 
expanding the produetion of flexible OLED displays for mobile 
deviees. 

LG Display, the only eompany eapable of mass produeing 
large display panels for OLED TVs, is reportedly going to invest 
around 1 trillion won in its OLED line this year to expand the 
market. Aeeording to industry sourees, the world's largest LCD 
panel maker is seheduled to pour the additional funds into the E4 
line in Paju, Gyeonggi Provinee this year to make large OLED 
panels. So far, the eompany has injeeted around 800 billion won 
(US$720 million) in the produetion faeility sinee 2013. 
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Flourishing Overseas 

KEPCO E&Cs Overseas Projects 
Accumulate 1 Million Accident-free Man 
Hours 




K EPCO E&C (President Park Koo-won) aehieved one million 
aeeident-free man hours as of Dee. 10, 2014 in the CIPREL 
IV Volet B EPC Projeet underway in Cote d'Ivoire sinee 2013. 
The purpose of the projeet is to install two heat reeovery steam 
generators, one steam turbine, and one ACC the 110-MW gas tur- 
bine in a loeal power plant. 

KTEPCO E&C is planning to eomplete the projeet at the end of 
this year and eontinue with thorough health, safety, and environ- 
ment management, so that the 700 or engineers there ean work in 
a safe environment and its business in Afriea ean be more prosper- 
ous in the future. 

In the meantime, KEPCO E&C signed a US$900,000 eontraet 
with SPC Power Corporation in the Philippines on Dee. 30 to be 
in eharge of the feasibility studies for Naga Power Plant eonstrue- 
tion. During the eight months to eome, KEPCO E&C provides 
serviees sueh as eoneeptual design for the eoal-fired power plant, 
power supply and demand researeh, and an environmental impaet 
assessment. 

SPC Power Corporation is a joint venture with KEPCO and 
a Philippine power eompany. It aequired the Naga Power Plant, 
loeated in Cebu, in September last year from the national Power 
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Seetor Assets and Liabilities Management Corporation. 

Last year, KEPCO E&C sueeeeded in winning overseas proj- 
eets worth more than 1 trillion won (US$900 million) eombined. 
The eompany is expeeting that its annual sales reeord will reaeh 
the highest level sinee its ineeption in 1975. 0 
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Dream of Healthy Life 

LG Life Sciences Contributes to Global 
Healthy Living 



L G Life Sciences Ltd. (LGLS) ranks top in exports among 
Korean pharmaceutical companies. In 2008, the company 
received the US$100 million (107.81 billion won) Export Tower 
Award. It was also the first domestic pharmaceutical company to 
pass this milestone. Last year, LGLS exported about 150 billion 
won (US$139.13 million) of its medicine to 70 countries around 
the world. Its overseas sales account for more than 40 percent of 
its total sales and the company is planning to raise the figure to 45 
percent this year. 

The company has recently established a global business sector 
and included overseas business and business development, accel- 
erating to enter overseas markets. With the company strength- 
ening direct management in the existing foreign subsidiaries in 
India, China and the Middle East, LGLS is in the process of estab- 
lishing foreign subsidiaries in major hub nations, including Thai- 
land, with emerging markets as the center. 

The LG Group established LG Life Sciences in 2002. Based 
on a lavish investment of 20 percent of its sales every year, the 
company succeeded in the first commercialization of a number 
of biopharmaceuticals in the domestic market. Also, its synthetic 
medicines were the first in Korea to have been approved by the 
FDA in the U.S., establishing a foothold to enter global markets 
in earnest. 

LGLS’ best-known export product is Euvax B, a hepatitis B 
vaccine. This product makes up 50 percent of U.N. relief aid in 
the hepatitis vaccine sector. Until now, the company has exported 
to about 70 countries in the world, and the accumulated exports 
have reached about US$200 million (215.62 billion won). 

Factive, a quinolone antibiotic product, is the first new drug 
developed in Korea to receive approval from the FDA in the U.S. 
With a partnership with Oscient Pharmaceuticals in the U.S., its 
safety is guaranteed with more than 2 million prescriptions in 
the U.S. Factive is currently licensed to sell in 23 countries in 
the world, including the U.S., Canada, Mexico, Russia, China, 
Brazil, and Turkey. Along with 13 top pharmaceutical companies 
in the area, such as Pfizer (Mexico), Abbott (Canada), Menarini 
(Europe), Livzon (China), and aRigen (Japan), LGLS is in the 
process of commercializing the product in 50 countries around the 
world. 

Also, LGLS’ DTP-HepB-Hib is the first pentavalent mixed 




vaccine developed in Korea. The product received a quality certi- 
fication from the World Health Organization last year, so the com- 
pany can bid and supply to international agencies run by UNICEF 
and PAHO, the affiliated organizations of the United Nations. 
Therefore, overseas sales of the product will begin from this year. 

In particular, the KFDA has recently approved the manufac- 
ture and distribution of LGLS’ diabetes treatment, Zemiglo, the 
main substance of which is gemigliptin. This product is the first 
diabetes treatment developed solely by the company. Zemiglo is 
on sale from this year. Also, LGLS succeeded in the development 
and commercialization of Euhib, a vaccine for encephalomeningi- 
tis, for the first time in Korea. 

Partnering with Sanofi-Aventis, which has the global mar- 
keting capabilities and sales networks in the emerging markets 
and diabetes treatments, LGLS is expecting to see an increase in 
overseas sales and profits of Zemiglo in earnest. While LGLS is 
providing Zemiglo as well as materials and finished composite 
goods, Sanofi is in charge of getting licenses to sell and sales in 
79 countries around the world, including Russia, the Middle East, 
India, and Africa. Therefore, Zemiglo is expected to enter the 
global diabetes market soon. 

The first commercialized vaccine for encephalomeningitis, 
Euhib, also signed a comprehensive cooperation contract for the 
supply of complete products, development in China, sales, and 
licensing with Tianjin Pharmaceuticals Group in China last year. 

LGLS is planning to boost its sales of vaccines drastically 
with its superior technology recognized as Korea’s largest vac- 
cine exporting company, production facilities that meet WHO 
approval, and global quality standards. It will supply encephalo- 
meningitis vaccines and pentavalent mixed vaccines, which are 
the first vaccines developed and commercialized in Korea, to 
overseas markets. 
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Conglomerate Debt 

Top 30 Groups' Combined Debt Tops 600 
Trillion Won 



T he amount of indebtedness of Korea’s 
top 30 business groups has inereased 
by nearly 26 trillion won (US$23.97 bil- 
lion) in the past two years, surpassing a 
total of 600 trillion won (US$553.25 bil- 
lion). 

Aeeording to the banking invest- 
ment industry and Chaebul.eom, the total 
amount of debt of the top 30 groups has 
risen to 624.3 trillion won (US$575.66 
billion) as of the end of 2013. The figure 
is up 4.3 pereent, a total of 25.7 trillion 
won (US$23.7 billion), eompared to the 
figure two years ago. The amount of debt 
of the top 10 groups stands at 449.6 tril- 
lion won (US$414.57 billion), aeeounting 
for 72 pereent of total debt. 

During 2011 to 2013, by business 
group, the amount of debt in the Sam- 
sung Group inereased by 8.6 trillion won 
(US$7.93 billion), from 78.9 trillion won 
(US$72.75 billion) to 87.5 trillion won 
(US$80.68 billion). 

The figure in SK Group inereased by 
8.1 trillion won (US$7.47 billion), from 
59.2 trillion won (US$54.59 billion) to 
67.3 trillion won (US$62.06 billion). The 
debt in Lotte Group inereased by 3.6 tril- 
lion won (US$3.32 billion) to 35.2 trillion 
won (US$32.46 billion) over the last two 
years, while the figure in Hyundai Heavy 
Industries Group inereased by 900 billion 
won (US$829.88 million) to 30.5 trillion 
won (US$28.12 billion). And the amount 
of indebtedness in the GS Group inereased 
by 2 trillion won (US$1.84 billion) to 
30.7 trillion won (US$28.31 billion) over 
the last two years, while the figure in the 
Hanwha Group inereased by 1 .4 trillion 
won (US$1.29 billion) to 16.7 trillion won 
(US$15.4 billion). 

The debt in Hyundai Motor Group 
inereased from 68.7 trillion won 
(US$63.35 billion) to 69 trillion won 
(US$63.62 billion), a rise of only 300 bil- 



lion won (US$276.63 million), whieh is a 
small sum of money eompared to the size 
of the group. 

The LG Group and POSCO Group 
deereased their debts by 1.5 trillion 
(US$1.38 billion) and 3.8 trillion won 
(US$3.5 billion), respeetively. 

The debt rates of Samsung, Hyundai 
Motor, SK, and Lotte are lower than 100 
pereent, whieh is eonsidered good, having 
43 pereent, 65.7 pereent, 86.8 pereent and 
65.8 pereent respeetively. 

The debt rate of Hyundai Heavy 
Industries Group and GS Group is both 
1 12.6 pereent, while the rate of Hanwha 
Group is 144.8 pereent, standing in the 
level of 100 pereent. 

Some groups’ finaneial eonditions are 
getting even worse. The debt of Hanjin 
Group rose by 2.7 trillion won (US$2.49 
billion), from 29.7 trillion won (US$27.39 
billion) to 32.4 trillion won (US$29.88 
billion), during the same period. The debt 



of Daewoo Shipbuilding & Marine Engi- 
neering Co., GM Korea, and OCI also 
inereased by 1.8 trillion won (US$1.66 
billion), 800 billion won (US$737.67 mil- 
lion), and 600 billion won (US$553.25 
million), respeetively. 

Hanjin Group has a debt rate of 452.4 
pereent, ranking 2nd highest among its top 
30 groups. Also, the rates of GM Korea 
and Daewoo Shipbuilding & Marine Engi- 
neering Co. are at the top, standing at 
353.5 pereent and 254.7 pereent, respee- 
tively. 

The debt ratio of Hyundai Group 
(whieh is eurrently restrueturing), Kumho 
Asiana Group, and Dongbu Group is still 
high, showing rates of 540.5 pereent, 
381.9 pereent, and 269 pereent. Moreover, 
Hyosung Group and Dongkuk Steel Mill 
Co. show high rates of debt, 220.5 per- 
eent and 174.8 pereent respeetively, even 
though these eompanies deereased the 
amount of their debt. 0 
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Double-edged Sword 




Chinese ICT Companies 
to Make Full-scale Investment 
in Korean Market 



C hinese ICT eompanies have grown rapidly in their massive 
domestie market, and now look to expand to other eountries. 
This year, their influenee is expeeted to begin in Korea as well. 
As a result, experts are saying that it is urgent to establish eoun- 
termeasures to utilize Chinese ICT enterprises' expansion as an 
opportunity to grow loeal eompanies and industries. 

In partieular, Alibaba and Teneent, whieh have quite a lot of 
eapital due to their listings, are likely to fiereely eompete with 
eaeh other to dominate the Korean market. The two Chinese Inter- 
net giants are aetively trying to forge a partnership with loeal 
online shopping sites or online payment serviee providers. The 
phenomenon is attributable to an inereased demand for Korean 
online shipping and online payment serviees by Chinese eonsum- 
ers resulting from the Korean wave. Alibaba is aggressively seek- 
ing to enter the messenger serviee and eontent businesses, whieh 
are Teneent's eore areas. Teneent, on the other hand, is eying Ali- 
baba's retail and digital payment serviee areas. 

Teneent is one of the three shareholders of Daum Kakao with 
a 9.9 pereent stake in the Korean Internet eompany. In addition, 
the largest online gaming eompany in China holds a 28 pereent 
stake in Netmarble Games. The Chinese Internet firm has reeently 
built partnerships with CJ Games and JoyCity, and it is trying to 
strengthen its eompetitiveness in game eontent in China. Further- 
more, the eompany went into a partnership in April of last year 
with Danal, a Korean online payment serviee provider, for pay- 
ment serviees between the two eountries. The move is aimed at 
expanding its online payment platform Tenpay. 

Alibaba, a lateeomer in the area, also made a 100 billion won 
(US$90 million) investment in the Korean eontent industry. Chi- 
na's leading e-eommeree eompany already forged partnerships 
with KGInieis and Cafe24. The firm also set up a Korean braneh, 
and started to build relationships with loeal business operators. In 
addition, it is trying to introduee its Alipay system to 400 online 



sites sueh as Lotte Duty Free and Korean Air. 

Alibaba has eonstantly inereased its partnership with domes- 
tie eompanies over the last two to three years. In order to invite 
domestie online retailers into its e-eommeree platform ealled 
Tmall, Alibaba went into partnership with Cafe24 in August last 
year, waiving a fee for being part of the mall and an annual mem- 
bership fee. Also, the eompany partnered with a total of 400 eom- 
panies ineluding KG Inieis Co., a payment gateway serviee pro- 
vider, and an airline tieket site. On its online mall site, it uses its 
Alipay payment system. 

‘T think that the finalization of the Korea-China Free Trade 
Agreement will lead to more transaetions and investment in the 
Korean e-eommeree and eontent markets by Chinese Internet 
eompanies,” said Jun Choon-mi, researeher at the KT Eeonom- 
ies & Management Researeh Center. The researeher added, ‘Tt is 
also easier for Korean eompanies to penetrate the Chinese market. 
Sinee the Chinese government has strengthened its poliey to pro- 
teet intelleetual property rights, it is likely to ereate new opportu- 
nities for Korean firms.” 

Oh Dong-hwan, an offieial at the Korea Internet & Seeurity 
Ageney, said, “The Chinese market, the nation's enormous finan- 
eial firepower, and its global network will eertainly give us oppor- 
tunities.” He also pointed out, “In the early 2000s, loeal online 
gaming eompanies entered China. But they were robbed of their 
teehnology, and Chinese firms got enriehed as a result. Teneent is 
the one that distributed Korean games at that time.” 

Therefore, Chinese ICT firms' investment in the Korean mar- 
ket using their massive finaneial firepower is widely aeknowl- 
edged to be a double- edged sword. Although Chinese eapital ean 
be of great help to money-strapped Korean firms at the moment, 
the outflow of teehnology or manpower in the name of investment 
might threaten loeal firms. 0 
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Tackling Korean Market 




Global IT Giants Accelerate 
Efforts to Dominate 
Korean Market 



G lobal IT giants like Google and Faeebook, whieh already 
dominate major Internet markets around the world, are aeeel- 
erating the launeh of new offensives to dominate the Korean mar- 
ket too. 

With Chinese Internet eompanies like Alibaba and Teneent 
joining the trend, there are inereasing eoneerns that the Korean 
Internet market might be dominated by foreign enterprises. 

In faet, loeal Internet eompanies are reversely diseriminated 
against by the government, far from getting support to sharpen 
their eompetitiveness. Therefore, many in the industry are saying 
that it is urgent to establish proteetive measures. 

Aeeording to industry sourees on Dee. 14, Google started 
an e-book rental serviee for the first time in Korea in the seeond 
week of this month. The faet that the seareh engine giant ehose 
Korea rather than the U.S. or European eountries is getting a lot of 
attention in the industry. 

Google also reeently launehed Google Play Newsstand for 
Android, an app that eombines Google Play Magazines and 
Google Play Musie by reeruiting former employees of Melon, the 
largest digital musie download site in the nation. 

Faeebook joined the eompetition to dominate the Korean 
mobile ad market as well. Following CEO Mark Zuekerberg's 
visit to Korea in Oetober, major exeeutives of the Asia-Paeifie 
area are also seheduled to visit the nation in the third week of 
Deeember and hold a briefing on mobile ad strategies involving 
loeal media outlets. 

On top of that, Chinese eompanies with enormous finaneial 
firepower sueh as Alibaba and Teneent also introdueed various 
types of eontent and mobile payment serviees to the Korean mar- 



ket, heralding fieree eompetition between loeal and foreign eom- 
panies from next year. 

So far, the loeal Internet market has been like an impregnable 
fortress to foreign eompanies. In partieular, Google has been pow- 
erless in the loeal seareh market. Aeeording to market researeh 
firm StatCounter, the Web seareh giant took 91.74 pereent of 
the European market as of November. However, Korean firms 
eonstituted 90 pereent of the loeal market, maintaining market 
dominanee. 

Nonetheless, market eonditions are ehanging in tandem with a 
ehanging environment toward a mobile platform. Naver is unable 
to find growth momentum in mobile serviees other than its seareh 
engine business. Daum Kakao is also unsueeessful in ereating a 
great sensation after messaging app KakaoTalk. 

The government's reverse diserimination against Internet eom- 
panies, sueh as eyber eensorship, the applieation of the Juvenile 
Proteetion Aet, and mandatory game shutdown is eausing a sense 
of erisis for loeal eompanies. 

As YouTube dominated the loeal video serviee market after 
the implementation of the Internet real-name system, foreign busi- 
ness operators are zeroing in on different kinds of regulations 
applieable to loeal eompanies. 

Choi Jae-hong, professor at Kangwon National University, 
said, “As not only U.S. eompanies like Google or Faeebook but 
also Chinese firms with serious finaneial firepower are entering 
the Korean market, unimaginably fieree eompetition is expeeted.” 
He added, “Sinee foreign eompanies are rapidly penetrating the 
loeal market, it is neeessary for the government to ease regula- 
tions or provide support soon.” 0 
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Mobile Payment War 

Competition in Mobile Payment Market 
Getting Fierce to Dominate e-Commerce 
Platform 



C ompetition in the global mobile payment market is heating 
up. Samsung Eleetronies and Apple are expanding their pay- 
ment platforms based on their strengths in the manufaeturing see- 
tor, while existing payment serviee providers, mobile messengers, 
and soeial networking ehannels are eompeting for a higher market 
share. 

Aeeording to industry sourees, Samsung Eleetronies is look- 
ing to sign a lieensing eontraet with LoopPay, an Ameriean start- 
up. The firm owns a patent for wireless eard information transmis- 
sion and magnetie seeure transmission, or MST, whieh allows 
payment even at stores with no near field eommunieation (NFC) 
terminal. The result of eooperation between Samsung and Loop- 
Pay is expeeted in the Galaxy S6, to make its debut soon. 

Samsung Eleetronies’ partnership with LoopPay is to enhanee 
its eompetitiveness in the mobile payment market by means of 
a teehnique more eompatible than the Toueh ID and NFC-based 
Apple Pay, whieh was unveiled in September last year. 

Apple, in the meantime, is planning to ineorporate the simple 
payment teehnique into the Apple Wateh slated to be released 
early this year. 

Google, on its part, reeently updated its Google Wallet to add 
the Split Charge funetion. The idea is to make payments more 
eonvenient and win baek eustomers who are looking forward to 
Apple Pay. There are no additional fees on Google Wallet aside 
from eredit eard fees. 

On the other hand, PayPal is penetrating more and more 
overseas markets to not lose its eustomers, and Alibaba reeently 
opened its sixth Alipay braneh offiee in Australia. Both of them 
are going to enter the Korean market in the near future as well. 
TenCent is striving to expand its Tenpay serviee by making use of 
the 600-million-subseriber mobile messenger WeChat, too. 

Soeial network serviee providers and mobile messengers are 
taking advantage of their eonneetivity. Faeebook is working on a 
remittanee serviee based on Faeebook messenger, and Twitter is 
planning to provide a pilot serviee for aeeount number- free remit- 
tanee in Franee in partnership with the BPCE Group. 

In Korea, Daum Kakao launehed the simple payment serviee 
Kakao Pay and the mobile money transfer serviee Bank Wallet 
Kakao. Naver released the Line Pay serviee via messaging app 
LINE on Dee. 16 to eover eountries all around the world, exeept 
for Korea and China. NHN Entertainment has deeided to grow the 
mobile payment area based on an e-eommeree platform with its 
aequisition of Korea Cyber Payment. 




Industry analysts are saying that the reason why an inereasing 
number of global IT eompanies are entering the mobile payment 
market is due to the antieipation that the mobile payment seetor 
will beeome the foundation of all industries in the future, rather 
than their desire to get profits from mobile payment. 

Aeeording to market researeh firm Gartner on Dee. 15, the 
global mobile payment market is estimated at over 300 trillion 
won this year (US$277 billion), and is expeeted to grow 30 to 40 
pereent year-on-year to reaeh 800 trillion won (US$737 billion) in 
2017. 

Kim Jong-dae, senior researeher at LG Eeonomie Researeh 
Institute, explained, “Compared to the size of the market, whieh 
reaehes 800 trillion won (US$737 billion), fees that mobile pay- 
ment serviee providers ean eolleet are likely to amount to only 
5 trillion won (US$4.6 billion) at best.” He added, “Global IT 
enterprises that want to dominate the mobile payment market are 
trying to differentiate their serviees and to dominate all sorts of 
e-eommeree platforms through mobile payment serviees, instead 
of foeusing on revenues by eharging fees.” 

Apple's development of mobile payment and digital wallet 
serviee Apple Pay is attributable to its intention to syne with its 
mobile deviees, ineluding the iPhone, iPad, and Apple Wateh, 
rather than eolleeting fees. The move is aimed at dominating a 
new market, like the wearable deviee market, by expanding the 
sale of mobile deviees through Apple Pay and also maintaining 
existing eustomers. 

Kim said, “Onee eustomers are aeeustomed to Apple Pay's 
eonvenient user experienee, the power of Apple's mobile deviees 
will be strengthened further.” He added, “iPhone users will be 
reluetant to use other Android phones, sinee it will be a hassle. 0 
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Social Commerce Move 

Wemakeprice Submits Letter of Intent to 
BuyTMON 



WE PRICE 



TMON 



O nline retail and payment industries that eombine IT, inelud- 
ing soeial eommeree, online shopping, and finaneial teehnol- 
ogy (finteeh), are rapidly growing. Sinee soeial eommeree site 
TMON is being offered for sale, the retail industry is paying a lot 
of attention to who will take over the eompany. 

If an existing soeial eommeree eompany aequires TMON, 
the eompany will beeome the largest soeial eommeree firm in the 
nation. With foreign e-eommeree retailers sueh as Alibaba and 
Amazon augmenting their influenee around the world, the indus- 
try is paying attention to whether or not loeal soeial eommeree 
eompanies eould eompete on equal terms with global eompanies 
by inereasing their size through M&A deals. 

Aeeording to industry sourees on Jan. 1,10 private equity 
firms both at home and abroad partieipated in the preliminary bid- 
ding for the sale of TMON. Competition for bidding is expeeted 
to swing into high gear. A preferred bidder will be seleeted in a 
month, and the aequisition is likely to be finalized within two 
months at the latest. 

TMON is expeeted to sell a 20 to 5 1 pereent stake. The eom- 
pany will not hand over its management rights, and Groupon 
will maintain its position as the largest shareholder of the firm. 
Instead, new shareholders will be given various kinds of merits. 

After being established with just 5 million won (US$4,530), 
TMON gradually inereased its size. In August 2011, US-based 
soeial eommeree eompany LivingSoeial purehased the Korean 
firm for more than 300 billion won (US$272 million). After that, 
Groupon bought the firm again. The world's largest soeial eom- 
meree site has seleeted Deutsehe Bank as an organizer to sell 



some of TMON's stake and attraet investment as a result. 

As Wemakepriee has offieially announeed its intent to buy 
an ownership stake in its rival eompany, mueh attention is being 
paid to how Wemakepriee' s move will affeet the aequisition in the 
future. 

In faet, Wemakepriee has been seeretly diseussing the pur- 
ehase of an ownership stake in TMON with Groupon. About a 
month ago, the U.S. firm rejeeted Wemakepriee's offer. 

“We are willing to aequire TMON, and delivered our inten- 
tion to eonsider the issue more seriously,” said Wemakepriee in 
a statement released on Dee. 31, 2014. Wemakepriee, whieh also 
took part in the preliminary bidding, stressed that its purehase of 
TMON will ereate synergy. 

“Soon, Korean eompanies will have to eompete with global 
shopping ehannels like Amazon and Alibaba. So, we were eon- 
vineed that we should beeome a leader of the Korean online eom- 
meree industry as soon as possible, to be a winner in a global 
eompetitive system and eontribute to the national eeonomy,” 
explained Wemakepriee in the statement, adding, “However, we 
haven't deeided on the details of our plan yet.” 

Related to this issue, the industry is keeping a elose wateh on 
whether or not Wemakepriee's move will result in an M&A deal in 
the soeial eommeree industry. 

Some point out that it is diffieult to prediet how mueh Wemak- 
epriee's influenee will inerease after it purehases some of TMON's 
stake, sinee Groupon previously emphasized that it will eontinue 
to be the largest shareholder. However, many in the industry are 
paying attention to synergy between Groupon and Wemakepriee. 
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e-Commerce Competition 

Social Commerce Companies 
Fiercely Fighting 

For Market Share COUD 
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I n May 2010, the social commerce market was created by 
TMON, and with the participation of Coupang and Wemak- 
eprice in the same year, a full-scale competition has started in the 
market. Four years after the creation of the market, three compa- 
nies are still operating at a loss while fiercely competing with one 
another and investing hundreds of billions of won. 

There is no dominant player in the market. As they sell similar 
products and operate in a similar way, the amount of money com- 
panies spend in advertising, free shipping, and discounts deter- 
mines their market share. Therefore, when they hire a popular 
celebrity as a commercial model or raise discount rates, their 
market share rises temporarily. However, rankings in the market 
change when they reduce or discontinue spending in ads or cou- 
pons. For this reason, observers say that market dynamics will 
only change when any firm lags behind in marketing competition 
based on financial firepower. 

Coupang is in an advantageous position in the market, since 
it attracted US$300 million on Dec. 11. It is very important to 
introduce new services early, due to the nature of social commerce 
companies. Thus, this investment is expected to be an opportunity 
to dominate. 

The firm is also performing well in the number of unique 
visitors, which helps assess the market share of each company. 
According to market research firm Nielsen Korean Click, Coup- 
ang recorded 12.04 million people in the number of unique visi- 
tors in December of last year, and therefore it gave the top spot 
to Wemakeprice with 12.73 million visitors. However, Coupang 
reclaimed the #1 position in December of this year by securing 
12.35 million users, beating Wemakeprice's 12.34 million users. 

Experts are saying that Coupang's exponential growth will 
continue, but next March will be a watershed moment for the 
company, when it will be forced to release an auditor’s report 
due to a revision in related laws. Unlike TMON or Wemakeprice, 



KOH£A 



which regularly issues an auditor’s report, Coupang does not dis- 
close exact transactions or sales numbers. As a limited liability 
company, there is no obligation. 

Nevertheless, the power of Wemakeprice and TMON cannot 
be ignored. Huh Min, founder of Wemakeprice and its holding 
company Wonder Holdings with 1 trillion won (US$904.7 mil- 
lion), owns a 100 percent stake in Wemakeprice, with TMON 
wholly owned by the world's largest social commerce site Grou- 
pon. It means that the two companies have enormous financial 
firepower. In particular, Wemakeprice was recently sought after 
by a few companies, which expressed their desire to make an 
investment worth hundreds of billions of won in the social com- 
merce firm. The two companies can also make a quick decision 
and enter a long race, unlike Coupang, which has multiple inves- 
tors and must consult with all of them. 

Industry analysts are saying that competition among social 
commerce companies for market dominance is expected to grow 
more intense, since the social commerce market could grow fur- 
ther, stemming from a drastic increase in the mobile population. 
In 2010, only 50 billion won (US$45 million) was transacted 
in the market, but the market was estimated at 800 billion won 
(US$724 million) in 2011. The market is projected to reach 5 tril- 
lion won (US$4.5 billion) this year. It is growing exponentially, 
in light of the fact that the big three online auction and shop- 
ping mall websites Gmarket, Auction, and 1 1 Street, which lead 
e-commerce, were able to reach 15 trillion won (US$13.6 billion) 
15 years after their establishment. 0 
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A ccording to a report on the 2015 retail industry published by 
Kiwoom Seeurities in last Deeember, loeal mobile shopping 
transaetions are expeeted to reaeh 6.9 trillion won (US$6.3 bil- 
lion) in the third quarter of next year, surpassing the 6.4 trillion 
won (US$5.8 billion) of PC-based e-eommeree. 

The number for mobile shopping was merely 1 . 1 trillion won 
(US$996 million) in Q1 2013, less than one seventh of the 7.8 tril- 
lion won (US$7.1 billion) of PC-based transaetions the same year. 
However, the figure rose to 3.9 trillion won (US$3.5 billion) in 
Q3 2014, narrowing the gap with PC-based e-eommeree (7.5 tril- 
lion won, US$6.8 billion) to be just one half 

Mobile transaetions are expeeted to reaeh 6.1 trillion won 
(US$5.5 billion) in Q2 of next year, eompared to 6.6 trillion won 
(US$6.0 billion) for PC-based e-eommeree, overtaking PC-based 
ones in Q3. They are also expeeted to ultimately widen the gap in 
Q4 2015 with 8.1 trillion won (US$7.3 billion), as opposed to the 
6.5 trillion won (US$5.9 billion) of PC-based transaetions. 

Son Yoon-kyung, a researeher at Kiwoom Seeurities 
remarked, “Women who rarely did online shopping are now mov- 
ing to mobile shopping,” adding, “Mobile shopping is like mobile 
games for them.” 

Under the eireumstanees, Naver is aetively seeking to strength- 
en its online payment system by revamping its organizational 
strueture, whieh shows the eompany's willingness to enter the loeal 
e-eommeree market. In light of Naver's move, other IT enterprises' 
penetration into the market is likely to swing into high gear. 

As the payment serviees are expanded to the mobile eustom- 
ized payment area, the eompetition between loeal IT and foreign 
finaneial teehnology (finteeh) eompanies is expeeted to heat up. 

Aeeording to sourees at Naver on Jan. 7, the Korean web 
giant spun out its payment serviees unit in April 2014 as an inde- 
pendent eompany. Naver already built payment serviee ealled 
Naver Cheekout, but it is planning to strengthen related serviees 
through this spin-off eompany. 

Previously, eonsumers were able to purehase produets at affil- 
iated stores through Naver Cheekout using their Naver ID. Cur- 
rently, there are 40,000 affiliated stores, and the eompany is plan- 
ning to inerease the number. 

Daum Kakao, on the other hand, launehed mobile shopping 



app KakaoPiek last year, whieh integrates the user base of Kakao- 
Talk with mobile eommeree serviees. Afterwards, simple pay- 
ment serviee KakaoPay was released, and the eompany made an 
attempt to eonneet the two serviees. 

As the transaetions of mobile shopping related to the finteeh 
seetor are inereasing, the growth of the e-eommeree market is get- 
ting a lot of attention. 

Market researeh firm Forrester Researeh prediets that the U.S. 
e-eommeree market using mobile deviees will amount to US$31 
billion (34 trillion won) in 2016, a more than ten-fold inerease 
from the US$3 billion of 2010. 

As the market is expeeted to expand, global IT giants like 
Google have started to strengthen their mobile-oriented e-eom- 
meree businesses. Sinee 2010, Google has eonsistently bought 
many shopping-related eompanies involved in mobile payment 
platforms, soeial eommeree, and delivery serviees to prepare for 
its entry into the e-eommeree market. 

In 2012, the seareh engine giant ehanged its online produet 
seareh serviee Google Shopping into a subseription-based serviee, 
and aequired e-eommeree eompany Channel Intelligenee in 2013 
to strengthen its online shopping serviees. The number of searehes 
on Google Shopping using smartphones grew 3.5 times year-on- 
year. 

Experts are pointing out that the eompetition between Google 
and Amazon is beeoming more intense with the launeh of the 
Internet seareh giant's new serviees, and the phenomenon is likely 
to affeet the loeal e-eommeree market as well. 

In addition, the number of loeal startups using mobile plat- 
forms is inereasing rapidly. Currently, there are dozens of firms, 
ineluding shopping priee eomparison apps RedLaser and Shop- 
Sawy, as well as a number of mobile eoupon apps. 

An industry souree explained, “The e-eommeree market, 
where searehes for produets and payment ean be made through 
one-eliek serviees using mobile deviees, provides an opportunity 
to generate new profits.” The souree eoneluded by saying, “Loeal 
business operators like Naver and Daum Kakao are making efforts 
to provide their own payment and mobile shopping serviees. 
However, eompared to foreign eompanies, the loeal industry has 
a long way to go.” 0 
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Seeking New Businesses 

Korean IT Services Industry Likely to 
Grow 2.7% 



T he Korean IT serviees market is projeeted to grow 2.7 pereent 
to reaeh 20.65 trillion won (US$18.8 billion) this year. There 
eontinuing trend of eonservative investing in the IT seetor, and 
eertain market segments sueh as seeurity and publie and soeial 
overhead are expeeted to lead the market. In partieular, the indus- 
try is likely to foeus on eultivating new businesses and strengthen- 
ing serviees that eombine IT with non-IT areas. 

“Fast-growing eompanies like Samsung SDS and SK C&C 
are aetively engaged in M&A deals and are seeking to enter non- 
IT serviee areas,” said Kim Dong-yang, an analyst at NH Invest- 
ment & Seeurities. The analyst added, “IT serviee providers are 
expeeted to look for new businesses in non-IT serviees fields 
based on their strengths in redueing eosts, boosting effieieney, and 
strengthening online business.” These remarks were made at a 
seminar on market outlook and teehnology for IT serviees in 2015 
hosted by the Korea IT Serviee Industry Assoeiation on Jan. 7. 

In the manufaeturing and IT serviee seetors, the big data mar- 
ket is foreeast to show up this year. Kwon Suh-young, eonsultant 
in eharge of LG CNS, pointed out that manufaeturing eompanies 
have a desire to improve produet quality, researeh and develop- 
ment, faeility environment, seeurity, promotion and marketing, 
and management. The eonsultant said, “Among areas that use big 
data, real-time and predietive analyties fields satisfy eustomer 
expeetations a lot,” adding, “As a result, this year is expeeted to 



be a turning point for big data to beeome a reality, beyond just a 
eonversation topie.” 

When it eomes to the finaneial IT area, the market's eenter of 
gravity is expeeted to shift away from the sophistieation of busi- 
ness transaetions towards eustomers. Park Il-doo, manager at SK 
C&C, predieted that the finaneial teehnology (finteeh) seetor will 
emerge, starting with the appearanee of mobile ehannels, pay- 
ments, and money transfer serviees. 

As for the logisties, retail, and IT serviee seetors, the mar- 
ket is likely to expand to serviee areas using the third platforms. 
Park Jung-ah, senior researeher of Lotte Data Communieation 
Company, seleeted an inerease in single-person households, less 
meaningful national boundaries, a ehange in a purehasing pattern 
toward the fish model, the breakdown of barriers among retail 
ehannels, and the realization of omni-ehannel and eross logis- 
ties as key words for the retail and logisties industries. Aeeord- 
ingly, five predietions were made on the trend of IT serviees in the 
retail and logisties areas. They were the expansion of the logisties 
industry to serviee-oriented ones using the third platform, eounter- 
ing the growth of the online payment market with IT solutions, the 
eontinuing growth of the Internet of Things seetor, looking in mar- 
keting strategies by delivering the value of eustomer experienees, 
and universal ehannels through integrated logisties platforms 
based on a eloud environment. 
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INDUSTRY & COMPANY > AUTOMOBILES 



Mixed Growth 

Auto Exports Record All-time High, but 
Not Much Growth from Previous Year 




T he total amount of exports of eomplete 
vehieles in 2014 reaehed US$48.9 bil- 
lion (53.35 trillion won), reeording an all- 
time high. However, the figure is up only 
0.6 pereent from US$48.6 billion (53.03 
trillion won) of 20 1 3 . 

Overseas shipments of vehieles stood 
at 3.061392 million units, down 0.9 per- 
eent from the figure in 2013 to the eon- 
trary. 

As General Motors (GM) deeided to 
withdraw its Chevrolet brand from West- 
ern Europe, the number of exported vehi- 
eles of GM Korea plunged sharply. Also, 



Korea’s auto exports fell due to sluggish 
markets in Eastern Europe and Latin 
Ameriea. 

The reason why the total amount of 
exports inereased despite the deereased 
number of overseas shipments is that the 
average priees of exports inereased due to 
the rise in the share of sports utility vehi- 
eles (SUVs) in exports. 

Thanks to the release of new models, 
the deerease of individual eonsumption 
tax and the expansion of SUV demand, 
its domestie sales inereased 8.4 pereent to 
1.657397 million in 2014, eompared to the 
previous year. 

Imported ears aeeount for 13 pereent 
of its domestie sales. The growing interest 
in fuel-effieient vehieles raised the demand 
for foreign diesel vehieles, rapidly. 

A total of 214,608 foreign ears were 
sold in Korea last year, whieh is up 47.7 



pereent from the figure of 2013. Germa- 
ny's big four brands - BMW, Volkswagen, 
Mereedes-Benz, and Audi - aeeounted for 
68 pereent of the total domestie sales of 
foreign vehieles. 

Non-German brands, ineluding Ford, 
Chrysler, and Land Rover, also saw prog- 
ress. Ford Korea sold 8,718 units in Korea 
last year, whieh is a rise of 20.8 pereent 
eompared with the previous year. The fig- 
ure is not only its all-time high reeord, but 
also the figure surpassing 6,840 units of 
Toyota, exeluding the Lexus. 

Chrysler also attained an aehievement. 
Chrysler Korea sold 5,244 units, whieh is 
up 26.6 pereent from 2013. 

In addition. Land Rover and Peugeot 
sold 4,675 and 3,118 units, respeetively, 
while Volvo sold 2,976 units, gaining 
Korean eonsumers’ hearts and showing a 
maximum of 52 pereent growth. 0 



Six Year Lead 

BMW Continues to Take Lead in 
Imported Car Market 



B MW eontinued to take the lead again 
in the loeal import automobile mar- 
ket last year. However, it will beeome 
more diffieult to prediet the future, 
beeause the eompetition of Mereedes- 
Benz and Volkswagen ean't be ignored. 

Aeeording to the Korea Automobile 
Importers & Distributors Assoeiation on 
Jan. 7, BMW had the largest number of 
ears newly registered, with 40,174 units 
last year. It is the first time for a single 
imported ear brand to surpass 40,000 
units of yearly sales. BMW has won the 
number one position for six eonseeutive 
years sinee it beeame first in the industry 
in 2009. 



After that followed Mereedes-Benz 
selling 35,213 units and Volkswagen sell- 
ing 30,719 units (surpassing 30,000 units 
for the first time), whieh ranked seeond 
and third eaeh by a slight differenee. 
Benz was pushed baek to the third plaee 
by Volkswagen last year, but it regained 
the seeond plaee this year. 

BMW, however, gave the first plaee 
to other earmakers in the best-selling 
model, whieh is a matter of pride as 
mueh as the total sales. Last year's best 
seller was the Volkswagen Tiguan 2.0 
TDI Bluemotion, whieh sold 8,106 units. 
The BMW 520d ranked seeond with 
6,546 units, whieh had won first plaee 




for the previous two years in a row. For 
Benz, the E220 CDI won the third plaee 
for the first time, with 5.921 units, dis- 
plaeing the E300, whieh had ranked in 
the top 3 for the last several years. 

An offieial from the imported ear 
industry said, “This year's imported ear 
industry will have an intense serviee 
eompetition through quantitative and 
qualitative improvements rather than 
simple sales promotion eompetition,” 
adding, “To eateh up with BMW, whieh 
is definitely taking the lead in the serviee 
network area, imported ear distributors 
ranking lower than BMW need to expand 
their serviee network.” 
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C hina, the world’s number one greenhouse gas emitter, emitted 
9.084 billion tons of greenhouse gases in 2012, whieh was 
equivalent to one-third of the global total. It was followed by the 
United States, whieh has emitted more than six billion tons this 
year. 

Still, Ameriean and Chinese eorporations are more laid-baek 
than their Korean eounterparts when it eomes to greenhouse emis- 
sions reduetions, beeause their governments are proteeting their 
business. For example, some governments are only implementing 
emission trading systems on a regional basis and in a limited num- 
ber of industrial seetors. 

In eontrast, the Korean government has led the introduetion 
of the trading system and environmental regulations and added 
the burden to Korean eompanies already struggling in the global 
eeonomie reeession. 

Exeept for indireet means sueh as energy strueture diversifiea- 
tion and energy effieieney improvement, no direet regulation asso- 
eiated with greenhouse gas emissions is found in China’s national 
eeonomie development plan for the five-year period from 2011 
to 2015. In addition, China is not one of the Annex- 1 eountries, 
aeeording to the Kyoto Protoeol. 

The United States, in the meantime, refused to ratify the pro- 
toeol adopted in 2001 from the get go. Instead, it opted for the 
Regional Greenhouse Gas Initiative (RGGI). The initiative eovers 
no more than nine states, ineluding Conneetieut, and greenhouse 
gas emissions in the thermal power generation seetor only. The 
introduetion of a federal government-level emission trading sys- 
tem was diseussed, but it was rejeeted in the Senate four years 
ago. The Environmental Proteetion Ageney (EPA), in 2010, made 
it mandatory for 8,000 or so major power generation and industri- 
al faeilities to make regular reports on their emissions quantities. 
However, the program has entailed no restrietive measure. 

“Kyoto Protocol is a Mere Scrap of Paper” 

Canada withdrew from the Kyoto Protoeol two years ago 
in order to proteet its industries, and Russia and New Zealand 



deeided not to partieipate in the renewed protoeol effeetively 
until 2020. Under the eireumstanees, it has beeome an ineomplete 
international agreement eovering only 15 pereent of global green- 
house gas emissions. 

It is said that the Korean government is too eager to eomply 
with the protoeol despite all this. Korea is a non- Annex- 1 eountry, 
but volunteered to deelare in 2009 that it would maintain its emis- 
sions at 70 pereent of the BAU by 2020. “The former Lee Myung- 
bak administration, whieh put up low-earbon green growth as one 
of its national poliey goals, suggested an unneeessarily high emis- 
sions reduetion target while hurrying to show off its ambitions,” 
an industry insider eommented. 

Experts are also pointing out that the government is mak- 
ing unneeessary haste eoneerning the nationwide trading of ear- 
bon emission rights seheduled to start this year. At present, sueh 
nationwide sehemes are or will be in plaee only in New Zealand, 
Switzerland, Kazakhstan, Russia, Turkey, Ukraine, Brazil, Chile, 
Mexieo, and Thailand. In China, earbon emission trading is testing 
in just five eities and two provinees of Guangdong, Shenzhen, Bei- 
jing, and Shanghai. Canada has limited the trading to Quebee, too. 

Last November, the Bank of Korea said in its report that the 
international eooperation for greenhouse emissions reduetion is 
insuffieient, and some eountries may be subjeet to reverse dis- 
erimination in the form of inereasing eost burdens and weakening 
industrial eompetitiveness. 

The business eommunity’s eonsensus is that the reverse dis- 
erimination is near at hand. For example, the petroehemieal indus- 
try has to reduee its emissions by 15.4 pereent, aeeording to the 
government’s emission rights alloeation plan, and the only way 
for them to meet the target is produetion eutbaeks. “The petro- 
ehemieal industry is one of the seetors where large eapital expen- 
ditures are inevitable and greenhouse emissions reduetion by 1 
pereent or more is possible by no means,” the Korea Petroehemi- 
eal Industry Assoeiation elaimed. It added, “We may have to pay a 
fine of 780 billion won (US$708 million) for the next three years 
for being unable to attain a goal that eannot be aehieved from the 
beginning.” © 
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No Alternatives 

Nuclear Power Growth Rate Outpacing 
New, Renewable Energy 




B oth the nuclear power generation capacity and the number of 
nuclear power plants in operation have gone up sharply since 
the Fukushima disaster three years ago. 

This trend has been witnessed in a number of countries other 
than European ones that have to increase the ratio of alternative 
energy use to 20 percent on average by 2020 in compliance with 
the EU Climate Change and Energy Package. 

According to the World Nuclear Association (WNA), it is 
China and India that are leading the growth of capacity. China 
ran 15 atomic power stations with a combined output of 11,881 
MWe in 2012, and increased the numbers to 17 and 13,842 MWe 
in 2013 and to 20 and 17,135 MWe this year. In addition, China is 
building 29 more nuclear power plants with a combined capacity 
of 32,955 MWe, has fixed construction plans for 57 more with 
61,235 Mwe, and is examining the construction of 118 extra sta- 
tions with 122,000 MWe. 

In India, the numbers went up from 20 and 4,385 MWe to 21 
and 5,302 MWe between 2012 and this year, and six nuclear power 
plants are under construction now. Plans have been determined 
for 22 more plants (21,300 Mwe), and the Indian government is 
considering building 35 more (40,000 MWe). The WNA explained 
that both of these countries opted for nuclear power instead of 
alternative energy, despite the increasing necessity for the latter in 
view of the environmental pollution issue following rapid indus- 



trialization and urbanization, because of the lack of infrastructure. 

In the meantime, the United States is currently running 100 
nuclear power plants with a capacity of 99,361 Mwe, and five 
more (6,018 MWe) are under construction there, while plans for 
another five (6,063 MWe) are at their final stage. The construction 
of 17 additional atomic power stations (26,000 MWe) is on the 
table, too. President Barack Obama recently announced that the 
U.S. would obtain 20 percent of the electricity it consumes from 
alternative energy sources by 2020. 

Japan, which shut down 50 of its atomic power stations after 
the disaster, is planning to put them back into operation. Accord- 
ing to the Nihon Keizai Daily, Takahama Nuclear Power Plant 
Units 3 and 4 are expected to pass safety inspections for re-opera- 
tion within this year before the restart scheduled for the spring of 
next year. A total of 23 nuclear power plants (20,656 MWe) are 
currently in operation in Korea, and five additional plants (6,870 
MWe) are being built. Plans for six (8,730 MWe) are about to be 
finalized, too. 

“Wide networks of energy storage systems have to be set up 
in order to make up for the shortcomings of new and renewable 
energy, which the supply depends heavily on weather conditions,” 
an energy industry expert advised, adding, “However, most non- 
European countries are opting to resort to atomic power stations 
rather than ESS in order to save time and cost.” 0 
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Most Attractive Merger 

AlCD About to Acquire Ssangyong E&C 




The Marina Bay Sands Hotel in Singapore, constructed by Ssangyong E&C in 2010. (Photo by Karya Sendiri via 
Wikimedia Commons) 



O n Dec. 29, the Seoul Central District Court allowed the con- 
clusion of an MOU between Ssangyong Engineering & Con- 
struction and the Investment Corporation of Dubai (ICD), the 
preferred bidder for the acquisition. 

The ICD is going to conduct due diligence for three weeks 
before an investment contract is signed based on the MOU. It is 
said that the ICD has suggested approximately 200 billion won 



(US$181 million) as its payment for the acquisition. 

The ICD is one of the two largest sovereign funds of the 
UAE. It has made huge investments in construction companies 
and developers around the world, and thus its acquisition of 
Ssangyong E&C is expected to be a win-win deal. 

Earlier, the Investment Corporation of Dubai (ICD), the 
Samra Midas Group, and Steel & Resources had participated in 
the bidding for the sale of Ssangyong Engineering & Construc- 
tion. Under the circumstances, the builder is expected to be able to 
change hands after seven failed attempts since 2007. 

A Singaporean private equity fund had shown up in the 
preliminary bidding, but did not show up on Dec. 17. It is said 
that the tender turned out to be successful because the builder 
addressed most of its contingent project financing liabilities in 
court receivership, which lowered the contract price to a large 
extent. 

The Samra Midas Group had taken part in the bidding in order 
to expand its overseas business. It has taken over small construc- 
tion firms such as Samra Construction and Ubang Construction. 

Steel & Resources, a KOSDAQ-listed company engaged 
in metal scrap treatment, resources recycling, and the like, had 
shown interest in the construction field. 0 



Plant Deal in Venezuela 

GS E&C Wins US$2.6 Billion Venezuelan 
Plant Deal 




Huh Sun-haeng, head of the plant sector at GS E&C, shakes hands with Anton Castillo, president of PDVSA Gas. 

G S Engineering & Construction Corp. has signed a US$2.6 
billion (2.81 trillion won) contract to build a gas plant in 
Venezuela. 



The deal is the Pirital-I project from Petroleos de Venezuela 
S.A. (PDVSA) Gas, which is a subsidiary of Venezuelan state-run 
oil firm PDVSA. It is a large-scale gas plant construction project 
of nearly US$2,618 billion (about 2.8 trillion won), and GS E&C 
will build the plant on its own. 

The project includes the construction of the plant with a daily 
output of 1,000 MM SCFD, which extracts and separates natural 
gas into liquids, and the construction of a 174 km pipeline to 
transport the gas from the plant to another facility located in the 
port region of El Jose. 

Last year, GS E&C signed a project management agreement 
with the state-run PDVSA to supervise the expansion of the El 
Palito Refinery, serving as the project management company 
(PMC) to check construction process at the refinery. Winning the 
contract this year, GS E&C entered the South American market 
in the EPC sector for the first time and the company can diversify 
the market in earnest. ® 
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That of Manufacturing, Lowest in OECD 




A report shows that the labor produetivity of serviee industry 
in Korea is merely 46 pereent of that of the manufaeturing 
seetor, with produetivity of intermediate industries sueh as the IT, 
finanee, and insuranee seetor on the lowest spot among member 
states of the Organization of Eeonomie Development (OECD). 

Aeeording to the report “Poliey Agenda for Serviee Industry 
to Gain New Growth Boost” released by the Korea Chamber of 
Commeree & Industry (KCCI) on Dee. 14, the labor produetiv- 
ity domestie serviee industry (added value divided by number of 
workers) in 2012 was 46.6 pereent that of manufaeturing, whieh 
was far behind the figures from eountries strong in manufaeturing 
sueh as Japan (83.0 pereent) and Germany (72.8 pereent). 

In terms of the produetivity of intermediate serviee industry, 
the gap beeomes mueh bigger. 

Korean IT seetor produetivity in eomparison to manufaeturing 
was 73.7 pereent, eompared to 164.7 pereent of Japan and 105.0 
pereent of Germany. In ease of finanee and insuranee, the domes- 
tie figure was 95.3 pereent, while Japan's and Germany's numbers 
were 136.3 pereent and 107.3 pereent, respeetively, marking high- 
er produetivity than manufaeturing. 

The results show that while Germany and Japan are known for 
their robust manufaeturing foundation, their serviee industry pro- 
duetivity had already surpassed their manufaeturing eounterpart. 

When it eomes to the serviee industry produetivity of the 
OECD member states, Korea’s labor produetivity was one of the 
lowest among 25 eountries researehed, plaeing the IT industry 
at 22nd along with the finanee and insuranee industry at 21st. In 
terms of the business serviee seetor, Korea ranked 17th among 24 
eountries. 

Under the eireumstanees, Japan, in partieular, is expanding 
its investment in the fast-growing serviee seetors of the ASEAN 
eountries, in an attempt to outdo Korea. 

Aeeording to the Institute for International Trade of the Korea 
International Trade Assoeiation (KITA), the ASEAN region is 
emerging as a major eonsumption market based on its eighth- 
largest eeonomie seale in the world. 



“The number of middle-elass households with purehasing 
power is estimated to reaeh 93 million by 2018 in this region, and 
its total population is expeeted to exeeed 600 million in 2025,” it 
explained, adding, “In partieular, Malaysia, Vietnam, Indonesia, 
Thailand, and the Philippines are eontinuing with rapid eeonomie 
growth, and their serviee industries’ growth rates have remained at 
over 10 pereent all the way sinee 2000.” 

Under the eireumstanees, Japan has boosted its investment in 
the seetors from US$1,277 billion to US$10,836 billion between 
2010 and last year. Meanwhile, that of Korea has deelined from 
US$524 million to US$399 million during the same period. 

As of the end of April this year, only 811 Korean serviee eom- 
panies were doing business in the region, whereas the number 
amounted to 1,926 for Japan. Besides, most of the Korean eom- 
panies were found in eertain eountries sueh as Vietnam and Indo- 
nesia. 

Anyway, KCCI stated in the report, “Considering that the 
Korean eeonomy is highly dependent on the manufaeturing indus- 
try, our serviee industry should be strengthened towards deliver- 
ing synergistie effeets in unison with manufaeturing,” emphasiz- 
ing, “It is important to foster serviee industries in seetors sueh as 
IT, finanee, insuranee, and business as they serve intermediate 
role for manufaeturing.” 

Korea Development Institute (KDI) professor Lee Si-Wook, 
a eonsultant for KCCI, said, “Leading eeonomie powers sueh as 
the United States are showing eonfidenee in restoring manufae- 
turing eompetenee, whieh is based on their eompetitive power 
in the intermediate serviee industry,” pointing out, “We are eur- 
rently faeed with boundaries in terms of boosting manufaeturing 
eompetenee beeause of low produetivity in the intermediate goods 
industry.” 

KCCI suggested a number of poliey tasks that would serve to 
bolster the intermediate serviee industry, ineluding serviee indus- 
try researeh & development (R&D), training of professional man- 
power, deregulation on professional serviees, and the remediation 
of a differentiating support system eompared to manufaeturing. 0 
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T he domestic legal service circle is busy seeking survival strat- 
egies in the face of the full opening of the legal market. Large 
law firms are setting out to enlarge themselves by recruiting addi- 
tional talent, foreseeing that competition against huge American 
and British law firms will become inevitable. Some firms are 
moving towards strengthening strategic cooperation with foreign 
law firms that are competent in terms of global networks. 

Meanwhile, small to mid-sized law firms are devising various 
preparations such as enhancing specialization through coordi- 
nation with middle class foreign law firms or planning mergers 
between domestic small to mid-sized firms. 

The legal circle stated on Dec. 21 that the domestic legal mar- 
ket will be fully open beginning July 2016 in accordance with the 
Korea-European Union (EU) Free Trade Agreement (ETA), fol- 
lowed by a full opening in March 2017 to U.S. law firms based on 
the KORUS ETA. 

This enables foreign law firms to hire domestic attorneys and 
to even establish joint ventures with domestic law firms to per- 
form legal representation in Korea. Currently only some parts of 
domestic legal affairs are allowed to be conducted through its con- 
nection with domestic law firms. 

There are 2 1 foreign law firms at present that have entered 
Korea. The legal circle is expecting that domestic and foreign law 
firms are highly likely to make collisions in the outbound market, 
taking care of the overseas needs of domestic companies, rather 
than the domestic lawsuit sector. 

The dominant perspective among the legal circle is that while 
foreign law firms will focus their efforts on the outbound market 
during the beginning stages of the full opening, their sphere of 
business will eventually expand to the domestic legal consult- 
ing field. To cope with this threat, major domestic law firms are 
planning to actively recruit new professionals to “kill two birds” 
by keeping their dominant positions in the domestic market and 



reinforce their overseas business at the same time. 

Major law firms are continuing to strengthen their quantitative 
size, with Lee & Ko (Kwangjang), Bae, Kim & Lee (Taepyong- 
yang), and Yulchon increasing by 110, 103, and 83 new attorneys, 
respectively, for the past three years. They are also setting the goal 
of consolidating cooperation with foreign law firms under the 
assumption that direct advancement into American and European 
markets bears too much risk. Hwang Mok Park (Chungjeong), for 
the first time as a domestic law firm, came to a memorandum of 
understanding (MOU) on strategic cooperation with British global 
law firm Bird & Bird. Bird & Bird shows strength in the patent 
sector and intellectual property rights. Yoon & Yang (Hwa Woo) 
launched an international affairs team in 2012 and a global trade 
& commerce team in 2013 with 57 professionals deployed for 
those fields only to prepare for the market opening. Kim & Chang 
is planning to further enhance their already solid network with 
foreign law firms, seeing that coordination with local law firms is 
essential in overseas projects. 

Compared to major law firms, there are more diverse spectra 
among small to mid-sized law firms regarding preparations for 
market openings. A mid-sized law firm located in Seocho-dong is 
undergoing discussions on joint ventures with an American mid- 
sized law firm. This plan is to boost their existing specialization, 
which would turn the crisis into an opportunity. A source in the 
legal industry expects, “Small and mid-sized specialty law firms 
that handle special fields such as mergers and acquisition or infor- 
mation technology could boost profits by expanding consulting 
services in an alliance with foreign law firms or strengthen inter- 
national affairs sectors.” 

Another mid-sized law firm is considering merging with a 
counterpart of its size in order to prepare against losing its market 
presence owing to competition between major domestic law firms 
and their foreign counterparts. © 
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Innovative SMEs 

Korean SMEs to Captivate CES 201 5 with 
Innovative Products 




A number of Korean small and medium-sized enterprises 
(SMEs) are seheduled to partieipate in CES 2015 and show 
off Korea’s stanee as a teeh powerhouse. 

In partieular, some firms like Thinkware and 3L Labs have 
already reeeived 2015 CES Innovation Awards, and thus they are 
drawing a lot of attention in the global market. 

A total of 119 Korean SMEs are going to partieipate at CES 
2015 in Las Vegas to be held from Jan. 6 (loeal time), and they are 
planning to launeh marketing eampaigns for their produets. 

Aeeording to the Korea Trade-Investment Promotion Ageney, 
42 eompanies have set up booths in a spaee designated for Korean 
eompanies at the Las Vegas Convention Center. In addition, 12 
Korean firms have set up booths in the spaee assigned to Korean 
eompanies at the 2015 PMA at CES in the South Hall of the Las 
Vegas Convention Center. Another 65 loeal eompanies have regis- 
tered for independent booths. Aeeordingly, a total of 119 domestie 
firms are going to take part in the trade show as a result. 

A large number of eompanies are planning to showease 
mobile deviees, aeeessories, and displays. Some will unveil their 
new teehnology through wearable deviees, driving support sys- 
tems, smart home systems, household applianees, and broadeast- 
ing systems. 

Thinkware is targeting the global market with the F750 dash- 
eam, whieh has already reeeived a 2015 CES Innovation Award 
for auto aeeessories, eontrollers, and navigation areas. This prod- 



uet has a miero SD and memory eard, whieh prevent data loss or 
damage in the event of a serious eollision. It also features lOSOp 
full HD and HD 2 ehannel eameras, and an advaneed video elear 
system. 

BYROBOT is also going to reveal a new drone gaming deviee 
that ean be operated by a smartphone, and is seeking export eon- 
sultations. The eompany was set up by experts with more than 
five years of experienee in unmanned aerial vehieles, and was 
reeently offered spaee at Walmart.eom. 

3L Labs, whieh has won a CES Innovation Award in the wear- 
ables eategory, will debut its wearable deviee ealled the Foot 
Logger. After being put inside a shoe, this produet ean measure 
the number of steps and the distanee of the wearer's run through a 
pressure eensor and a triple axis aeeelerometer. Sinee it ean mea- 
sure the walking and running of the wearer, it is possible to eheek 
how mueh the person exereises in a day. The produet ean be used 
for medieal purposes as well. 

ImageNEXT will showease OmniPAD, whieh is an Android- 
based tablet PC that ean be installed in a ear and eombines a 360 
degree monitoring system, a GPS navigation system, and a blaek 
box. It ean also be used as a portable tablet. In addition, the firm 
will unveil Smart Personal Mobility, whieh proteets the elderly 
and infirm based on an automatie driving system, and a telematies 
and eloud-based auto management system named Fleet Manage- 
ment. 
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Startup Purchase Boom 



Global IT Enterprises 
Purchase Start-ups 
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G lobal IT companies are actively 
seeking to buy start-ups. Previously, 
Google succeeded in its acquisition of the 
Android venture firm, which later took 90 
percent of the global smartphone operat- 
ing system market. Therefore, other IT 
enterprises cite the purchase of start-ups 
as future growth industries. 

In the past, they worked on M&A 
deals to create synergy. However, they are 
now aggressively looking for firms so that 
they can secure technology and patents for 
new businesses. 

Nevertheless, there are not many 
M&A cases in the country, due to a stigma 
about M&A deals. Even though local com- 
panies are trying to buy overseas start-ups, 
successful M&A cases are rare. Hence, an 
increasing number of experts point out that 
the ecosystem, in which M&A transactions 
are recognized to be a step for promotion 
and advancement of start-ups and pursed 
smoothly, should be built. 

According to the Korea Trade-Invest- 
ment Promotion Agency on Dec. 22, the 
world's top 10 IT companies took over 
107 start-ups last year. Among them, 
Yahoo bought 22 firms, Google 19, and 
Facebook 10. 



Global IT giants continue to do so this 
year. Google purchased Divide, a com- 
pany that offers a bring-your-own-device 
solution for corporate environments this 
year, and the travel app startup JetPac to 
utilize it to with search engine, Google 
Now app, and with Google Glass. 

Apple also bought book recommenda- 
tion startup BookLamp, actively seeking 
M&A transactions. In a briefing on last 
year's results held this summer, Apple 
CEO Tim Cook said that the company had 
acquired 29 firms since late September of 
last year. 

The reason for the takeover of start- 
ups by large IT companies is attributable 
to their desire to find new breakthroughs, 
in line with technological advances of the 
ICT industry. Their move can be inter- 
preted to mean that since it is not easy for 
large companies to find and develop new 
technology, they want to buy ideas owned 
by start-ups through M&A deals. 

These days, start-ups need less money 
to start their business and have different 
types of channels to raise money such as 
crowd funding. Thus, they are less desper- 
ate to find investors compared to the past. 
Rather, there is increasing demand for 



special organizations to foster start-ups, 
which can realize technology quickly and 
provide support to turn those companies 
into money-making ventures. 

When it comes to Korea, Samsung 
Electronics purchased app development 
company SELBY in May, loT platform 
firm SmartThings, and mobile cloud solu- 
tion provider PrinterOn afterwards. 

However, what is noticeable is that it 
is hard to find M&A transactions involv- 
ing local start-ups. 

Most start-ups acquired by Samsung 
are firms from overseas. One of the rea- 
sons for the phenomenon lies in the fact 
that there are still negative attitudes 
towards M&A deals. 

An industry source remarked, “When 
a company tries to acquire a start-up, many 
in the industry think that the company is 
trying to steal the growth engine of the 
startup or dump the startup after sponging 
up its technology.” The source stressed, 
“In order to build a startup ecosystem, 
start-ups should have a way out through 
an M&A transaction in a timely manner. 
Entrepreneurs should have an opportunity 
to start new businesses, too.” 0 
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Korean Government 
to Invest 4 Trillion 
Won on Science, 
Technology, ICT R&D 



T his year the Ministry of Seienee, ICT and Future Planning 
will invest 3.9520 trillion won (US$35.78 billion) in researeh 
and development (R&D) on areas of seienee and teehnology and 
Information Communieations Teehnology (ICT). 

The MSIF announeed on Jan. 4 that it has eonfirmed the 
“R&D Business Comprehensive Implementation Plan,” whieh 
invests 2.9037 trillion won (US$2.63 billion) in Seienee and Teeh- 
nology and 1.0484 trillion won (US$949.12 million) in ICT. 

The investment seale this year, whieh exeludes researeh and 
operating expenses of the National Researeh Couneil of Seienee 
and Teehnology and researeh institutes under the direet eontrol 
from its total R&D budget of 6.5138 trillion won (US$5.9 billion), 
is to grow 7.9 pereent eompared to last year. 

By seetor, teehnology development aeeounts for the largest 
part of the budget with 2.2508 trillion won (US$2.04 billion), 
following basie researeh with 744.3 billion won (US$673.88 mil- 
lion), foundation eonstruetion with 640.2 billion won (US$579.63 
million), eommereialization and standardization with 161.7 billion 
won (US$146.4 million), and seienee and teehnology and ICT 
manpower training with 155 billion (US$140.33 million). 

By projeet, teehnology development in ICT will reeeive the 
highest funding at 772.3 billion won (US$699.23 million), fol- 
lowing basie researeh at 744.3 billion won (US$673.88 million), 
souree teehnology development at 562 billion won (US$508.83 
million), ereation of international seienee business belt at 440.5 
billion won (US$398.82 million), spaee teehnology development 
at 373.8 billion won (US$338.43 million), and nuelear power 
researeh development at 314.6 billion won (US$284.83 million). 

Also, the total of 228.1 billion won (US$206.52 million) will 
be invested in researeh on nuelear fusion, while 143.9 billion won 
(US$130.29 million) will be invested in foundation eonstruetion 



in the ICT, 118.7 billion won (US$107.47 million) in ereating 
eooperation between aeademia and industry, eommereialization 
and teehnieal eommereialization, 55.8 billion won (US$50.52 
million) in seienee teehnology globalization, and 28.4 billion won 
(US$25.71 million) in ICT standardization. 

In the meantime, the Hyundai Researeh Institute mentioned 
in a report that Korea is falling behind China in 13 out of 85 eore 
teehnology fields. Released on Jan. 11, the report eompares the 
seientifie and teehnologieal aeeomplishments of Korea, China, 
Japan, and Germany based on relative and absolute indiees. The 
relative indiees refleet their differenee in eeonomie seale. 

Korea distinguished itself in most of the relative indiees. For 
example, its ratio of R&D investment to GDP was 4.36 pereent 
as of the end of 2012, followed by Japan (3.35 pereent), Germany 
(2.98 pereent), and China (1.98 pereent). The number of researeh- 
ers per 1,000 eeonomieally aetive people was 12.4 while those 
were 9.9 for Japan, 8.2 for Germany and 1.8 for China. 

The number of PCT patent applieations per researeher and the 
number of published seientifie treatises per researeher were 0.038 
and 0.089, respeetively. Korea lagged behind Japan and Germany 
in these eategories. 

Korea was at the bottom, however, when it eomes to eaeh of 
the absolute indiees. Its R&D investment and number of researeh- 
ers were US$65.4 billion and 316,000, whereas China reeord- 
ed US$293.5 billion and 1.404 million. Korea’s patent appliea- 
tions added up to 12,000, equivalent to 25 pereent of Japan’s and 
60 pereent of China’s or Germany’s eaeh. “In summary, Korea 
reeorded 185.4 points in the overall absolute index and China, 
Japan and Germany posted 565.0, 645.7, and 362.5,” the report 
read, adding, “Besides, the gap between the two is widening.” 
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Bio-friendly Memory Devices 

Making Memory Devices with 
Chitosan from Crab Shells 
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An electron microscope image of silica (grey) coated on the surface of gold nano-particles (black). A silica 
shell with a similar thickness is formed on each of the gold nano-particles. 



New Solar Tech 

Making More Efficient, 
Cheaper Solar Cells 




Dr. Suk Sang-il engaged in research. 



A Korean research team has successfully developed a technolo- 
gy to produce memory devices using chitosan extracted from 
crab shells. This technique is expected to be usable when mak- 
ing memory devices for eco-friendly and bio-friendly electronic 
equipment in the future. 

Lee Jang-sik, professor of the Department of Materials Sci- 
ence and Engineering at Pohang University of Science and Tech- 
nology (POSTECH), announced on Jan. 12 that his research team 
has succeeded in developing bio-friendly memory devices based 
on chitosan extracted from the shell of crustaceans like crabs or 
shrimp. 

The newly-developed chitosan-based device can satisfy the 
product performance necessary for memory devices in terms of 
durability and the ability to store information. In particular, the 
device uses by-products of seafood, and thus it is not expensive to 
manufacture. 

Most of all, the new memory device is likely to be utilized 
in many areas, since it can be attached to or inserted in the skin, 
unlike existing silicon devices. Therefore, it could be used in the 
medical engineering area to make next-generation capsule-type 
endoscopes, artificial muscles, artificial organs, and patch-type 
electronic devices. 

Professor Lee explained, “We started our research with the 
aim of making safe and eco-friendly memory devices.” He added, 
“I think that our team could manufacture chitosan-based devices 
on the surface of the flexible substrate.” 

The research findings were first published online on Dec. 5 
by Advanced Materials, a weekly scientific journal published by 
Wiley- VCH. 0 



A Korean research team has successfully developed a tech to 
x^^roduce more efficient and cheaper solar cells by synthesiz- 
ing an organic-inorganic hybrid material. 

The Ministry of Science, ICT and Future Planning announced 
on A research team head by Dr. Suk Sang-il at the Korea Research 
Institute of Chemical Technology announced on Jan. 7 that they 
have succeeded in developing a method to make organic-inorgan- 
ic hybrid perovskite solar cells. Those solar cells are made from 
an easily synthesizable organic and inorganic material. Perovskite 
is a material with a special structure that shows the characteristics 
of both non-conductors and semiconductors, along with supercon- 
ductivity. 

The team has successfully made solar cells with 18.4 percent 
efficiency using this technique. In particular, the technology can 
expand the wavelengths of light that are absorbed and increase 
the stability of its crystal structure based on the method to make a 
thin perovskite film, which is similar to the structure of the solar 
cell platform. The new solar cells are easy to manufacture, since 
they are made by coating low-priced chemical materials at a low 
temperature. 

Dr. Suk said, “This technology could overcome the limits of 
existing crystalline silicon cells and thin-film solar cells, which 
are manufactured through complex processing using expensive 
equipment.” He added, “Our team will try hard to develop and 
commercialize highly-stable original and continuous process tech- 
nologies in the future.” 

The research findings were first published online on Jan. 7 by 
Nature, a scientific journal published by the Nature Publishing 
Group. @ 
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Building Nanostructures 

Folding DNA 
Nanostructures in 1 0 
Minutes 




A schematic illustrating the procedure of folding DNA nanostructures with magnetic tweezers. 



K orean scientists have developed a new method to build nano- 
structures within 10 minutes using DNA. A research team 
led by Professor Yoon Tae-young of the Physics Department of 
KAIST announced on Dec. 29 that they have developed technol- 
ogy to observe the real-time formation of DNA nanostructures 
using magnetic tweezers. 

DNA origami, which was developed in 2006, is the folding of 
a number of shorter “stapler” DNA strands to create DNA nano- 
structures with an arbitrary shape. It is needed to repeat the pro- 
cess of heat treatment, which takes dozens of hours in order to 
find optimal conditions. 

The research team took a step forward from this study and 
succeeded in creating DNA nanostructures within 10 minutes 
while adding mechanical tension to DNA molecules by using uni- 
molecular magnetic tweezers. 

The existing technology unwound the inner structure of long 
backbone DNA chains by heating. However, the research team 
attached one side of long backbone DNA chains to the surface 
of glass and attached a magnetic material to the other side. Then, 
they untangled the inner structure of long backbone DNA chains 
using magnetic force. 

Using this method, stapler DNA can stick to it within a min- 
ute, since the hidden reactive parts are exposed at room tempera- 
ture, unlike with heat treatment. Once all stapler DNA sticks to it, 
the process removes the magnetic force. Then, the structure will 
fold as one backbone DNA chain joining together all the many 
stapler DNA chains through the process of self-assembly. 

Yoon said, “In the process of the heat treatment, there are 
mixed DNA reactions at the same time. So, it was impossible 
to know what would happen at a certain temperature. However, 
using this method, it is possible to create DNA nanostructures and 
observe it at once. This technology will allow us to form more 



highly programmed DNA nanostructures.” 

Their research findings were published online in the Dec. 3 
issue of Nature Communications. 



Expansion of Application 

Expanding Aircraft OS 
to Nuclear Power Plants 




The yellow arrow points to the computer on which ETRI's operating system is embedded in a drone. 



T he Electronics and Telecommunications Research Institute 
(ETRI) announced on Dec. 22 that it has signed an evalua- 
tion contract with KEPCO Engineering & Construction (KEEPCO 
E&C) to expand the use of its high-confidence real-time operat- 
ing system (OS) for army aircraft, called the Qplus Air, to control 
power plants. It has also signed a memorandum of understanding 
(MOU) on the standardization of railway parts with the Korea 
Railroad Research Institute (KRRI). 

In 2012, ETRI installed the Qplus Air on an unmanned air- 
craft and successfully tested the OS on drones. The OS was also 
adopted to run the condition monitoring system in Surion helicop- 
ters. 

This time, it will be used in railroads and nuclear power 
plants, which are directly connected with public safety. For rail- 
roads, various types of trains are running by regions and routes in 
the country, but there are no standardized railway parts. Currently, 
small and medium-sized suppliers in Korea have to produce parts 
of various kinds and in small quantities. Therefore, it is hard to 
get a supply of parts in time and the suppliers to grow. In order 
to improve the situation, the ETRI is planning to apply real-time 
OS, Qplus, to the technology of standardizing railway parts in the 
KRRI. 

In addition, ETRI has decided to evaluate the applicability of 
Qplus Air on a Man Machine Interface System (MMIS) in power 
plants. MMIS is an integrated management system of operation, 
control, surveillance, measurement, and safety functions during an 
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emergency. 

As the functions of MMIS in power plants have diversified, 
technologies of software and operating systems have become 
more important. However, as the nuclear power industry is reluc- 
tant to adopt foreign commercial products due to reliability and 
regulation issues, a domestic OS must be used. If a domestic OS 
will be used this time after an application evaluation, it would 
help insure nuclear technology independence, including software 
and MMIS technologies. 0 



Enhancement of Treatment 

Developing 3D Vaccine 
Delivery Platform 




A schematic representation of in vivo spontaneous assembly of MSRs and the recruitment of host cells for 
maturation. 



A joint Korean and U.S. research team has successfully 
developed a material to deliver a 3D vaccine that can more 
effectively treat diseases like cancer or infections by activating 
immune cells through injection. 

Kim Jae-yoon, professor of the School of Chemical Engineer- 
ing at Sungkyunkwan University, announced on Dec. 14 that a 
joint research team consisting of Korean and U.S. scientists has 
succeeded in developing a material to deliver 3D vaccine that can 
control immune cells through a simple injection without a surgery 
using mesoporous silica rods (MSRs), in partnership with David 
J. Mooney, professor of Bioengineering at the Harvard School of 
Engineering and Applied Sciences. 

There are MSRs in the material, which have hundreds of thou- 
sand s of nanopores. When injected into the body, MSRs self- 
assemble, forming a 3D structure that resembles a pile of match- 
sticks. Inside the 3D structure, numerous pm-sized spaces are 
created, where pm-sized immune cells can settle. 

The research team explains that different types of functional 
drugs can be injected into the structure. When immune cell-induc- 
ing drugs are injected, they attract and mature a large amount of 
immature immune cells inside the 3D structure, thereby activating 
them. 

After injecting an MSR-based vaccine formulation, and then 



cancer cells, into a mouse, they found that dendritic cells gathered 
inside the 3D structure and controlled the cancer cells as a result. 

Dendritic cells discover and mark pathogens like cancer cells, 
and notify the B cells or T cells of the immune system about them. 
MSRs are made of biodegradable silica, and thus they are not 
harmful to the human body. Once accomplishing their mission, 
they dissolve themselves within a month. 

The research findings were first published online on Dec. 8 by 
Nature Biotechnology, a scientific journal published monthly by 
the Nature Publishing Group. (B 



Marine Digital Communications 

Tech Developed to Send Text 
Messages 100 Km Offshore 




A Korean research team has successfully developed a tech to 
send and receive text messages to the sea up to 100 kilome- 
ters offshore. 

The Electronics and Telecommunications Research Institute 
(ETRI) announced on Jan. 8 that it has succeeded in developing a 
next-generation marine digital communications technology (ASM 
2.0), which offers transmission speeds of up to 76.8Kbps, 8 times 
faster than the existing Automatic Identification System (AIS). 

ETRI explains that this method could be utilized in various 
types of data communications, including sending text messages 
between ships at sea or between ships and the shore, exchanging 
information on sea lanes, and reporting dangerous information. 

For example, it will be much easier for people to get informa- 
tion on military training or accidents when operating ships. So 
far, it has been difficult to deliver safety information due to a lack 
of digital communications methods at sea. When using AIS, for 
instance, information on navigation has been delivered one way to 
the other side. 

Dr. Kim Dae-ho, head of the research team at ETRI, 
remarked, “Our country has obtained a world-class technology in 
not only terrestrial communications but also marine communica- 
tions.” Kim concluded by saying, “We are planning to dominate 
the global marine digital market by commercializing the newly- 
developed method as soon as possible.” © 
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Double-digit Growth 

Number of Foreign Tourists Skyrockets 



The figure has inereased due to the number of tourists from 
China. 

Aeeording to the KTO, the number of Chinese tourists to 
Korea is expeeted to reaeh 6.12 million by the end of the year, 
aeeounting for 43 pereent of the total foreign arrivals in Korea. 
China is the only eountry from whieh more than 6 million tourists 
from one eountry visit Korea a year. 

In partieular, 6 million Chinese visitors spent approximately 
US$9.6 billion (10.54 trillion won) this year, aeeounting for 55 
pereent of its total tourism ineome of US$17.6 billion (19.32 tril- 
lion won). 

The KTO is estimating that its effeet on the eeonomie output 
of Korea this year amounts to 17.4 trillion won (US$15.85 billion) 
Thus, with more and more Chinese tourists visiting Korea, the 
defieit range in tourism profits this year is expeeted to be US$2.2 
billion (2.42 trillion won), the lowest sinee 2009 of US$1.27 bil- 
lion (1.39 trillion won). 

However, eoneems have been growing about the Korea tour- 
ism industry’s inereasing dependenee on the Chinese market, the 
weak yen and the weak yuan. These faetors are expeeted to put a 
strain on the government, whieh has a target of attraeting 20 mil- 
lion foreign tourists a year by 2017. ® 

2 Trillion Sales 

Annual Duty-free Sales of Incheon Airport 
Reaches New Record of 2 Trillion Won 

T he annual sales of the duty-free shops of Ineheon Airport has 
reaehed a new high of 2 trillion won. 

Ineheon International Airport Corporation announeed on Dee. 

24 that this year's annual sales of duty-free shops of Ineheon Air- 
port surpassed two trillion won as of Dee. 17. 

The annual sales of 2 trillion won is the one reaehed for the 
first time globally, beating Dubai Airport and other big airports in 
European and North Ameriean regions in eompetition for the high- 
est reeord of airport duty free sales. 

This reeord is highly due to effeets of Chinese tourists. 35 
pereent of sales of the last three quarters oeeurred from Chinese 
tourists. 

The sales of duty free shops of Ineheon Airport have main- 
tained the number one position in the global airport duty free sales 



sinee 2011. This year's sales is expeeted to reaeh 2.1 trillion won 
by the end of the year. 0 




The Incheon Airport duty-free shop area is quite popular with travelers. 



Due to Hallyu Boom 




The streets of the Myeongdong district of Seoul are quite crowded every night with many tourists. 



A eeording to data from the Ministry of Culture, Sports and 
Tourism and the Korea Tourism Organization (KTO), the 
number of foreign tourists visiting Korea surpassed 10 million in 
2012. That happened 30 years after the figure exeeeded one mil- 
lion for the first time in history in 1978, reeording 1.08 million. 

In partieular, the number of tourists has seen double-digit 
growth sinee 2009 exeept last year of 9.3 pereent. Its figure this 
year is expeeted to inerease by more than 16 pereent eompared to 
last year. It is the biggest inerease sinee 2004 when reeorded 22.4 
pereent. 
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Korean Cosmetics 

Extremely Popular with 
Chinese Tourist 




product that ranked in the top 5. 

It became one of the best sellers in China’s largest online 
shopping mall, Taobao and TmalL Also, the product showed high 
sales in the global store ofLotte.com on Singles’ Day on Nov. 11, 
which is the Chinese version of Black Friday. 

The snail cream has advanced into the markets of nearly 20 
countries including not only China but also Southeast Asia, Rus- 
sia and Latin America and the product won the Gold Award at the 
2014 Monde Selection in May last year. 

An official from the company said, “One of the products sells 
every 6 seconds all over the world, and its sales are expected to 
exceed 5 million soon if the trend continues.” 

Since this product contains 12,600mg of a filtrate of snail 
slime, which protects the body of snails. That is 21 percent by 
concentration, which moisturizes the skin and prevents dehydra- 
tion. Also, it helps with skin troubles as it helps multiply cell tis- 
sues and grow epithelial cells. © 



C hinese tourists are sweeping luxury cosmetics products in 
Korean department stores and duty-free shops. 

Korean cosmetics companies are planning to increase their 
production volume, with the number of Chinese tourists visiting 
Korea expected to go up next year. 

LG Care’s Hoo Cheongidan Wanghoo Set, priced at about 
650,000 won (US$590), is currently sold out in every department 
store, duty-free shop, and door-to-door sales channel. Its Hoo 
Cheongidan Hwahyeon Set, which was released only in duty-free 
shops for the Chinese national holiday season, recorded a sales 
volume of 20,300 sets in October alone to become the number one 
duty-free shop item of the month. 

Amore Pacific’s Sulwhasoo Gungjung Soap has enjoyed huge 
popularity, too. Approximately 25,000 pieces of the 42,000 won 
(US$38) soap were sold last month to show a sales growth rate of 
609 percent compared to the beginning of the year. 

Selling Every 6 Seconds 

A ccording to data about trends in sales of major cosmetic 
products collected by Lotte Duty Free on China’s national 
day in October last year, the product was the only cosmetic shop 




The "Prestige 

a "snail cream" of the brand 
Skin, is sensationally popular in 
China and Japan. 
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Expansion of Overseas 
Branches 

Able C&C, which runs brand shops Missha and Apieu, recent- 
ly opened the fourth overseas Missha in Naucalpan, Mexico and 
the fifth one in Claveria, Mexico City. 

Mostly middle or higher class people live in both regions. 
In particular, these regions are popular with young couples with 
purchasing power, since there are well-known private schools, 
restaurants, and shopping malls. 

According to the Foundation of Korea Cosmetic Industry 
Institute, the Mexican cosmetics market is the second largest in 
South America following Brazil. Mexico has a high demand for 
colored makeup products and a high potential for growth in men's 
cosmetics. 

Missha is consistently pioneering in the market after their 
first opening in Mexico City in September 2012. The sales of the 
first half this year are US$730,000, which is a 54 percent increase 
compared to the sales of last year. 

Currently Missha has about 13,000 stores in 27 countries 
worldwide and has 16 stores in South America. 0 
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Happy New Ufe 







Dream of Incheon, the Vision of Korea 




INCHEON FREE ECONOMIC ZONE 

CREATIVE CITY 

WITH GLOBAL COMPETITIVENESS 

Enriching Incheon Citizens* lives through Economic Growth 
Making Incheon a Dynamic Global City 

Creating Incheon's own value based on its strong competitiveness I 




Outpost For Advanced 
Service Industries 



World-class 
Investment Condition 



GREEN 
SMART CITY 



Incheon 

Free Economic Zone 







